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small world...or is it? 


The poles seem closer to home when Johnson & 
Higgins’ International Department services your inter- 
national insurance requirements. 

With offices in the business centers of Canada and 
South America—and correspondents throughout the 
free world—J & H shrinks global distances by providing 
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If yours is an international corporation, you 
need the services of an international insurance 
broker—Johnson & Higgins, since 1845, the most 
experienced insurance. brokerage firm in the 
Western Hemisphere. 


JOHNSON & HIGGINS 


63 Wall Street, New York 5 - Insurance brokers — average adjusters Employee benefit plan consultants 
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How To 


Prepare For The CPA Examination 


IAS offers an intensive CPA 


Coaching Course which has produced out- 
standing results. It is available only to 
competent accountants qualified through 
training and experience to prepare for the 
CPA examination. No attempt is made to 
teach general accounting; the entire course 


is pointed directly at the CPA examination. 


HE need for special coaching has 

been well established by innumerable 
experienced accountants who have floun- 
dered in the examination room. They 
knew how to make audits but they didn’t 
know 


(1) how to analyze problems for the pur-: 


pose of deciding quickly the exact re - 
quirements. 


(2) how to solve problems quickly, 


(3) how to construct definitions accept- 
able to the examiners, or 


(4) how to decide quickly on proper ter- 
minology. 


The IAS-CPA Coaching Course has 
been designed for busy accountants. The 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


home-study method of tutoring is ideally 
suited to CPA examination preparation. 
Maximum use can be made of every avail- 
able hour. 


The text material consists of 20 sub- 
stantial loose-leaf assignments totaling 
more than 800 pages. It includes hundreds 
of CPA examination problems and ques- 
tions, with solutions supplemented by 
elaborate explanations and comments, 
working sheets, side calculations, and dis- 
cussions of authoritative opinions. 


Written examinations at the end of each 
assignment require solutions to problems 
of CPA examination calibre. These are 
sent to the school where the grading, 
including personal comments and _ sug- 
gestions, is done by members of the IAS 
Faculty, all of whom are CPAs. Supple- 
mentary review material is furnished to 
those who want to “brush up” on specific 
accounting subjects, at no additional cost. 


The IAS booklet, “How to Prepare for 
the CPA Examination” is available free 
upon request. Address your card or letter 
to the Secretary, IAS... 


A CORRESPONDENCE SCHOOL SINCE 1903 
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REBUTTAL TO ZISES‘ COMMENTS ON LEASE FINANCING 


Editors, THE CONTROLLER: 

I have read carefully and with great 
interest the Correspondence section of 
the September 1961 issue of THE CONn- 
TROLLER. My comments following* con- 
stitute a rebuttal to Mr. Zises’ comments 
concerning financial statement disclosure 
of long-term leases. 


TED M. RABUN 

Assistant Professor of Accounting 
College of Business Administration 
The Pennsylvania State University 
University Park, Pa. 


* Alvin Zises presents some very inter- 
esting comments about disclosure of long- 
term leases, beginning on page 414 of 
the September 1961 issue of THE CON- 
TROLLER, but beneath his comments are 
a few misconceptions concerning account- 
ing and financial reports. 

First, Mr. Zises’ principal argument 
and one that permeates most of his com- 
ments is that significant legal distinctions 
between leases and legal title to property 
justify reporting leased equipment and 
owned equipment in different ways. He 
states: “Another has been the recording 
of debt in the balance sheet as the legal 
liability. Any figure placed on the liabil- 
ities side of the balance sheet for long- 
term contracts would not, within one 
chance in a thousand, be the amount of 
legal liability.” 

It is ot true that the liabilities section 
of the balance sheet reflects legal liabil- 
ities; rather, it should reflect economic 
liabilities. The distinction is important, 
and it is this distinction that has produced 
such economic liabilities on the balance 
sheet as deferred tax liabilities, accruals 
for vacation and sick-leave pay (not 
vested), and liabilities for law suits pend- 
ing. Even the stockholders’ equity section 
of the balance sheet does not show legal 
amounts as is frequently believed. The 
retained earnings account does not show 
amounts legally available for dividends, 
and neither the capital stock accounts nor 
the total stockholders’ equity section 
shows the legal rights of stockholders to 
assets. 


If long-term leases and similar liabil- 
ities are or are not to be reported within 
the main body and totals of the balance 
sheet, the decision must be made on e€co- 
nomic instead of legal grounds. Legal 
decisions and principles concerning the 
rights of parties to a lease or any other 
commercial transaction of necessity fol- 
low rather than lead the economic trans- 
action, and these same decisions have legal 
rights instead of economic rights as their 
focal point. Financial reporting by a cor- 
porate entity has always been focused on 
the economic corporate entity rather than 
on the legal-rights corporate entity. This 
time-honored function of financial state- 
ments is, in fact, the only logical one, for 
otherwise income determination and bal- 
ance sheets would, in many instances, 
await the decisions of the courts. Even 
Mr. Zises would not, I believe, advocate 
this. 

Second, Mr. Zises quotes: “The capi- 
talization of leases logically would dictate 
the inclusion of the current portion of 
them in current assets and current liabil- 
ities. Would we not compound a 
serious problem for many corporations 
which in their loan agreements may have 
a provision requiring the maintenance of 
a certain relationship between current as- 
sets and current liabilities? The corpora- 
tion in question may become a technical 
violator of the loan agreement.” 

There is no question about the need for 
reporting the current portion as a current 
liability if the leases are recorded. But 
Mr. Zises infers that bookkeeping entries 
have a substance to them. He is clearly 
mistaken in this. Do such entries deter- 
mine what has happened, or do economic 
transactions dictate that entries should be 
made? Carrying Mr. Zises’ reasoning to 
its logical conclusion leads one to believe 
that whatever is recorded is economic 
fact, and anything not recorded, though 
it may or may not have happened, did not 
occur. This erroneous reasoning would 
mean that a corporate entity has less as- 
sets after the end of the first year in busi- 
ness if it adopts, say, declining-balance 
depreciation instead of straight-line de- 





DO YOU AGREE or do you disagree with an article in this month’s issue? Your 
fellow readers will be interested. Naturally, letters to the editor must bear the 
writer's signature and address; these will be withheld on request. The Editors 


PAUL HAASE, Editor 


BENJAMIN R. MAKELA 
Associate Editor 


CEIL SMITH THAYER 
Assistant Editor 


PEGGY COURTNEY 
Publications Associate 
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JOHN A. MURPHY 
Advertising Manager 


Editorial material in THE CONTROLLER js 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admm. 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions, Such a plan would provide, to the 
extent required in the business, profit plan. 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statisti- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
icies, organization structure and procedures. 


4. To administer tax policies and pro- 
cedures. 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 


6. To assure fiscal protection for the gs« 
sets of the business through adequaté in- 
ternal control and proper insurance cover- 
age. 


7. To continuously appraise economic 
and social forces, and government influ. 
ences, and interpret their effect upon the 
business. 
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preciation. The error, of course, lies in 
thinking that the accounts and financial 
reports are something other than 4 meas- 
ure of the economic fact. Declining bal- 
ance depreciation results in a smaller 
measure of assets at the end of the first 
year, but it does not mean that there is a 
smaller amount of physical assets. The 
assets will not react to the bookkeeping 
entries for recording depreciation; they 
react only to economic stimuli. 

Following the same reasoning, we can- 
not say that leases should not be recorded 
since to do so results in additional current 
assets and liabilities. The economic fact is 
that there is or is not an economic liability 
for long-term leases. Once this fact has 
been established, then, and only then, an 
entry should be made. Notice again that 


the second quotation above implies that 
the decision to capitalize and record may 
precede an awareness of a liability. 

Can it be true that a corporation which 
does not show the long-term lease is tan- 
gibly any worse off than one that does? 

Is it not true that the loan agreement 
was possibly improperly worded ? 

Do people who read financial state- 
ments want liabilities to be defined by 
loan agreements? 

This is certainly a novel idea in finan- 
cial reporting. A proper relationship be- 
tween current assets and current Itabil- 
ities is disturbed by economic facts, not 
by journal entries that are either properly 
or improperly made. The discussion by 
Mr. Zises leads one to believe that merely 
by refusing to record leases as a liability, 





Freedom from machine tending is only 
the beginning! The new Gathermatic by 
Thomas Collators brings to collating 
the speed and accuracy of larger, more 
expensive equipment...at a cost un- 
believably low. Write today for com- 
plete information on the many ways you 
can speed up your collating operation 
and substantially reduce your costs. 


e Offers more features at a lower price 
than any other collator of its kind 


e Automatic miss and double sheet 
detectors stop machine instantly, 
prevent errors 


Od QQ3, 100 CHURCH 









So automatic and accurate you can start it and walk away! 


\ 4 ly Thomas 
World's Leading Manufacturer of Collating Equipment 


“OPERATOR-LESS" 


Yator/ 


e Stations can be skipped at the flick 
of a lever without hindering the full 
production rate 


e Loads in a minute...each station 
takes approximately 42 ream of 3”x5” 
to 11”x14” sheets in various weights 
and finishes 


e Gives over-all speed, ease and accu- 
racy features formerly available only 
in large-scale collators 


e Automatically collates, counts, criss- 
crosses or staples 6,000 sheets per 
hour 


Collators Ine. 








STREET, NEW YORK 7, NEW YORK 





a liability cannot exist. Would he als, 
suggest that by not recording the depre. 
ciation of a year a company has more in. 
come and is thus in a better financial posi- 
tion? 

Third, Mr. Zises states that “Jy. many 
states, because of the actual wording of 
the statute or because of administrative 
interpretation, the leased assets so capi. 
talized would be subject to ad valorem, 
corporate franchise, or other taxes.” 

Here again is a fallacy similar to the 
one preceding. Is there a controller oy 
management so naive as to make “boob 
entries’ when to do so would increase op- 
erating costs? If it can be determined that 
taxes will be increased by making an en. 
try for leases, it is a rather simple and 
perfectly legal alternative to make “mem. 
orandum” or no formal entries for the 
leases. Make a worksheet entry. There js § 
nothing sacred about a debit and credit § 
journal entry in a bound book, and few | 
states require that reports used for tax 
purposes must agree with reports used | 
for all other purposes. Certainly account: § 
ing and reporting standards can ill afford 
to follow ad valorem tax reporting forms, § 

A fourth misconception by Mr. Zises 
is his obvious concern with differences 
between leased and owned property dur. 
ing bankruptcy proceedings. Except in 
cases of imminent bankruptcy, the under. } 
lying assumption in accounting is that the 
entity is a going concern. Financial te. 
porting is not traditionally governed by 
what may happen in the event of bank. | 
ruptcy. As a going concern the entity will | 
make either leasehold payments or peti- 
odic payments for the purchase of prop: j 
erty. If it is headed toward bankruptcy, it § 
will do neither. The economic conse-} 
quences are the same to the going concern. § 


WHO PUBLISHES BUSINESS RECORD? 
Editors, THE CONTROLLER: 


In THE CONTROLLER for June 1961 § 
you made reference to an article in the} 
April 1961 issue of Business Record 
magazine. I would be interested in ob- 
taining a copy of this issue and would 
very much appreciate information as to| 
whom to write for it. 


GERALD F, MEYER 
Budget Analyst 

National Cancer Institute 
Bethesda, Maryland 


Business Record is put out 12 times 4 
year by the National Industrial Conference 
Board. Back issues, as well as information 
about rates, may be obtained by writing the 
Board at its New York City headquarter: 
460 Park Avenue 
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Write for Information 
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WHETHER OR NOT it is possible to plan 
ind control industrial research is perhaps 
he most controversial of all the manage- 
nent questions facing modern industry. 
When the question Can research be 
jloned and controlled? is asked, one 
ould hesitate before offering a monosyl- 
bic answer, either positive or negative. 
An answer cannot be made without con- 
sidering the definition of the word “‘re- 
sarch’” and also the purpose for which 
he research is conducted. Further, it 
wuld be well to consider the question as 
king two questions. One is Can research 
ke planned 7 and the second Can research 
k controlled? The matter of planning 


in the dl MANNING RESEARCH— 
Record § 
in ob- § 
would J 
as toy 


ROBLEMS AND APPROACHES 


In considering, first of all, Can research 
ke planned ?, it must be realized that not 
ly can it be planned but also that it 
mit be planned if a company wishes to 
uvive in today’s industrial economy. It 
Snot necessary to belabor the many rea- 
ws why research must be conducted in 


Fordance with a planned program. It is 
whcient to realize that any enterprise 


Wshing to maintain or improve its posi- 
on in a given market or industry must 
induct a planned research and develop- 
nent program to advance knowledge in 
wientific fields that will produce com- 
necial profits either sooner or more 
uely. It must be recognized that the 
decision as to whether the plan is a, 
fudent one is always a calculated risk| 
mcause of a lack of definite knowledge 
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Scientific and intellectual freedom, so highly prized by good researchers, 


must be kept within rational boundaries and their investigations must be 


directed to the commercial profit aspects of their employer's business 


of what research is being done in other 
parts of the scientific world by, or for, 
competitors. In this respect any one com- 
pany, regardless of its size, generally can- 
not exercise control over more than ap- 
proximately one per cent of the research 
being done in any scientific area. Hence 
99 per cent of the research and possibly 
99 per cent of the knowledge in any 
given field of scientific interest is in the 
hands of others. The simple matter of a 
company’s ability to attract scientific talent 
will limit its knowledge in a given tech- 
nology. Geographical location, scientific 
interests and loyalties, academic pursuits 
and other incentives not monetary in 
nature would prevent any organization 
from obtaining a so-called ‘“‘corner” on 
the offerings of any sphere of influence 
in any area of knowledge. 

The research planning process con- 
tinues to be somewhat like the proverbial 
enigma, Which came first, the chicken or 
the egg? It is always necessary to real- 
ize needs and desires before any attempt 


to make discoveries or inventions. After 
concepts are rather well decided and per- 
haps even defined, there are other facets 
to the problem which require constant at- 
tention. For example, scientists do not as 
a rule start out as industrial researchers. 


It takes time and much effort to make | 


industrial researchers realize that their 
company employer has a particular busi- 
ness. Accordingly, scientific and intel- 
lectual freedom, so highly prized by good 
researchers, must be kept within rational 
boundaries, and their investigations must 
be directed to the commercial profit 
aspects of their employer’s business. Also, 
it is constantly necessary to steer re- 
searchers away from gadgetry which is 
easy to develop but usually does not add 
very much to the corporate coffers. On 
the other hand, a company wishing to 
research a particular area of scientific 
interest may find that the curiosity of the 
scientists cannot be stimulated because of 


“old hat” technical concepts and the prob- 


lem of staffing a project is presented. 
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Current interest in projects related to 
satellites, space vehicles or applications of 
nuclear energy makes extremely difficult 
the matter of exploring the commercial 
possibility of thermoelectric devices inas- 
much as the fundamental principles of 
this phenomenon were discovered by a 
French scientist during the sixteenth cen- 
tury. At least this attitude is prevalent 
amongst industrial researchers who have 
only recently completed their academic 
studies of the sciences. 

Not all discoveries in the research lab- 
oratory are a major breakthrough in terms 
of new scientific theory or principles. 
Often the most important discoveries 
from a commercial application standpoint 
stem from a reaffirmation of scientific 
theories that were proven decades or per- 
haps centuries before the birth of the 
scientist involved. Nevertheless, modern- 
day scientists are prone to favor with their 
intellectual efforts the more modern sci- 
entific theories. Old theories lack glamor- 
ous appeal to researchers due to the pas- 
sage of time and due also perhaps to the 
lack of developments from them. While 
new phenomena, plus inventions which 
customers need and desire, should be the 
continuous goal of the industrial re- 
searcher, older theories, techniques and 
developed phenomena should not be neg- 
lected when it appears that further study 
and development may lead to com- 
mercially profitable applications. 

A further consideration in the research 
planning process is the fact that there 
jexists little justification for improving 

| products beyond the consumer’s maximum 
requirements. Or, when minimum cus- 
tomer standards or a competitor's offer- 





ings cannot be attained by present tech- 
niques, a decision must necessarily be 
made whether to research further to meet 
or exceed both levels. The alternative is 
to abandon the project and devote the 
time and effort to other areas of interest. 
Exhibit 1 illustrates graphically the analy- 
sis that can be applied to a particular re- 
search project to determine the feasibility 
of continuing exploration or to consider 
the task unworthy of further effort. 

Assuming that a product, service or 
system in 1950 is below both the cus- 
tomer’s minimum requirements and a 
competitor's product standards, it is nec- 
essary to plot in terms of time and money 
the effort required to rectify the situation. 
The position indicated in 1952 is not 
acceptable because, although the cus- 
tomer’s minimum requirement will have 
been met, the competitor's product is still 
superior. In mid-1953 a competitive posi- 
tion only has been attained. The amount 
of commercial advantage, if any, that may 
be gained by exceeding the quality of the 
competitive product must be weighed at 
this point. Assuming that maximum cus- 
tomer requirements can be accomplished 
through additional research effort by early 
1955 and market advantages will offset 
the additional expense of the develop- 
ment required, the project should then be 
terminated. Funds and effort should not 
be authorized to accomplish technological 
perfection which will produce only sci- 
entific satisfaction and add nothing to the 
financial profit structure. 

The planning of research and develop- 
ment and the problems incident to it are 
by no means uniform in every company. 
As a matter of fact, similar companies in 
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the same industry may experience an ep. 
tirely different range of problems jp 
planning when, how and to what exten; 


they should direct their research efforts 
It can be appreciated that a brewing 
company with the customer's needs and 
desires so vividly demonstrated in every 
tavern and bar does not encounter the 
problem of the electronics company with 
a diversified product line, ranging from 
turbines and transmitters to computers 
and high energy convertors. 

Hence, research can and must fe 
planned. It can be planned by determining 
through market surveys the improvements 
that can be made to present products to 
make them more desirable and acceptable 


at the market place. It can be planned by§ 


developing new products for which there 
already exists a need and hence a market 
potential. It can be further planned by a 
long-range program in the a sciences 
for the purpose of producing new dis. 
coveries and inventions which will make 
obsolete existing products, processes, tech- 
niques, and so forth. It can be planned by 
directing the efforts of the industrial tech. 
nical stafts along lines that will concen. 
trate the researching in areas which will 
contribute to the company’s present or 
future profits. 


CONTROLLING RESEARCH— 
DEGREE DEPENDS ON TYPE 


In considering Can research be con- 
trolled? it is important to realize that the 
chief difference between a research pro- 
gram and a production or other com 
mercial operation is what is being done 
and not how much. Also the degree of 
control that can be exercised will depend 
upon whether the project is in the area of 
basic research, applied research, advanced 
development, product development or 
production engineering. It is indeed us- 
fortunate that the caption ‘“‘research” is 
used to define any effort ranging from 
choosing door knobs for a school bus to 
studying the genetic effects of nuclear 
irradiation damage in humans. Fund 
mental research in the basic sciences can 
only be controlled, if controlled at all, by 
assigning the best qualified scientists avail 
able to conduct investigations which tt i 
reasonably expected may expose phenom: 
ena, the principles of which may be con- 
ducive to commercial exploitation. 

A constant monitoring of the research 
program by the research director is ne: 
essary to assure that the projects author 
ized are in the best commercial interest 
of the company or industry concermed 
Each project must be assigned to the bet 
staff members in the respective scientiti 
disciplines involved, and, to a reasonable 
degree, adherence to the project's o 
jectivity must be required by periodi 
technical progress reports. Almost evel 
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entific researcher has a pet theory or 
gject which he will constantly attempt 
further under the guise of pleading an 
wironmental requisite of intellectual 
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inount of intellectual freedom in indus- 


,such freedom does not spend the re- 
arch budget on studies unrelated to the 
wrticular company’s business purposes. 
Applied research and advanced devel- 
pment can be directed to a greater ex- 
fat and controlled somewhat more than 
ic research. In cases it can be found 
Wat such direction and control can be 
percised, however, to only a nominal 
yeree. Again the knowledge and imagi- 
ution of the individual are involved and, 
xin the case of basic research, the sci- 
atists need to possess unique talents. 
Therefore, direction or control, except 
pr that applied to the basic research 
wogram, may prove extremely difficult 
nd in instances is moderately inadvisable. 
In the control or direction process of 
sic research, applied research or ad- 
unced development program, it is nec- 
sary to evaluate the contributions of the 
nembers of the scientific or technical staff 
ymewhat in the manner that one views 
he performance of an electronic com- 
ter. Electronic computers, like research 
wograms, are both very expensive and 
ty complex. Once the input data and 
wogram are fed to the computer, the 
erator really does not know whether 
le machine is doing the job properly or 
vhether the correct answer will be forth- 
ming, until the output is recorded by 
he printer mechanism. Similarly, when 
itesearcher is assigned to a research proj- 
«tor task, he in effect applies or adds his 
aperience and knowledge (input) to a 
peat store of scientific knowledge ac- 
amulated by others in developing the 
mrrent state of the art (memory). The 
plication of the researcher's knowledge 
id experimentation may advance the 
present state of art or add to it (arith- 
metic and logic). Eventually, this process 
vill produce certain results, such as tech- 
tial publications or invention disclosures 
(output). Directing the efforts of the 
individual researcher by consultation and 
‘olloquium along the lines of project ob- 
ctivity will be accomplished by senior 
nembers of the technical staff, laboratory 
lirectors, the research director or other 
members of the general scientific com- 
munity (controls). Exhibit 2 illustrates, 
the style of the electronic computer 
sequence, the manner in which researchers 
ontribute to the over-all research and de- 
lopment program. 

An individual researcher may work for 
‘long period of time only to find that 
ie answers being sought are either un- 
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CONTROLS 


suitable or unacceptable for the intended 
purpose. In short, the result is negative. 
Such a conclusion does not indicate poor 
planning and control. On the contrary, a 
negative result might be very profitable, 
particularly if it is proven that to spend 
more time, money or effort in the chosen 
direction would prove fruitless. Also, a 
very valuable scientific gain may have 
been accomplished. The thesaurus of sci- 
entific knowledge has been updated and 
may well prevent the spending of addi- 
tional funds, pursuing a theory which 
has been conclusively proven to be un- 
sound. In addition, the researcher's 
knowledge and experience may be greatly 
enhanced, and, in the future, the theory 
and experimentation explored in this par- 
ticular task, while not fruitful at the 
time performed, may serve as the basis 
for solving related or perhaps even totally 
unrelated future problems. 

In product development and production 
engineering, the possibility of control in- 
creases greatly. Engineering standards, 
greater appreciation of goals, performance 
criteria, and other realistic measurements 
are available to permit positive applica- 
tion of controls over both funds and ef- 
fort. These areas of development do not 
contain the degree of uncertainty of ob- 
jective which is ever-present in the pursuit 
of knowledge in the basic sciences. A 
much more positive application of prin- 
ciples and theories with a more certain 


expectation of results is possible. Ac- 
cordingly, the matter of abo or pro- 
gram control in terms of effort application 
and expenditure rate is capable of more 
definite realization. 


COST PLANNING AND CONTROL 
NOT DIFFICULT TO APPLY 


Beyond the planning and control of 
the technical aspects of the research pro- 
gram, it is certain that research costs can 
be both planned and controlled. The cost 
control philosophy and technique in such 
a process, however, differs materially 
from that which is normally employed in 
the management of any other type of 
business endeavor. 

Controlling total cost is simple. So is 
the control of where or on what the total 
cost is spent. The former is dictated by 
the size of the scientific staff employed 
and the amount of facilities and equip- 
ment required for the research function. 
With the shortage of scientific personnel 
in this country, the problem is to find 
adequate talent to staff the research effort. 
This element of cost, therefore, in the 
aggregate, cannot fluctuate appreciably 
during a normal fiscal period. Once the 
facility and equipment complement is 
accomplished, additions and replacements 
can be planned and controlled within op- 
erating periods. Hence the planning or 
budgeting of costs is merely an exercise 
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of computing the salary and related cost 
of the technical and supporting staffs, 
together with the pricing of the space and 
equipment expenses involved. 

Because of their nature, none of these 
elements of costs can change significantly 
during a given period and although, due 
to unusual circumstances, they might, any 
such change will be anticipated in ad- 
vance. Additions to staff cannot occur 
without advance planning and knowl- 
edge. Additional facilities in terms of 
floor space requirements occur infre- 
quently and usually only as a result of a 
premeditated increase in the scope of the 
program or changes in emphasis requir- 
ing entrance into new or different fields 
of scientific interest. In most research or- 
ganizations, the cost of materials and 
supplies normally represent only a very 
minor percentage of the research budget 
and, except for major changes in the 
scope of the research program, this cost 
element does not vary greatly from one 
period to another. 

In the conduct of an industrial research 
program, the prime object should be one 
of maximizing the returns from the re- 
search investment. This can best be ac- 
complished by guiding the research effort 
into pathways related to the company’s 
business objectives. Research results are 
a matter of much uncertainty. However, 
by guiding the program in a planned di- 
rection, the results can definitely be in- 
fluenced and, to a great degree, con- 
trolled. In the normal industrial research 
laboratory a number of projects will be 
authorized, and the control of where the 
scientific staff and facilities are deployed 
will be maintained by the research direc- 
tor. Accordingly, where the costs are ap- 
plied and how they are applied within 
the framework of the authorized projects 





can only be controlled by research man- 
agement. 

The make-up of the research program 
in terms of projects is the important form 
of control that must be exercised. Such 
control does not necessarily mean that less 
money will be spent, nor that costs will 
not exceed previously allotted budgets or 
appropriations. The real control attained 
is that the company’s management pre- 
| scribes the projects and scientific prob- 
| lems to which the research staff will apply 
| its efforts. Perhaps, in the process, it will 
| be revealed that additional staff and fa- 
| cilities are required to protect a market 

position or to produce substitutes for un- 
profitable products. 

The decision as to how much will be 
spent on research and development and 
the projects to which such funds shall be 
applied, assuming that talent and facilities 
are either present or can be recruited or 
acquired, can only be made through the 
collective effort of a sophisticated team of 
management experts. Most large com- 
panies rely upon a research planning and 
policy committee. Usually such a commit- 
tee will be composed of the following 
corporate executives: 


President 

Research director 

Vice president-finance 
Patents director 
Marketing director 
Product planning director 
Manufacturing executive 


BUT THERE ARE COMPLICATIONS 


In the planning and controlling of in- 
dustrial research, there are many factors 
that will affect (1) the qualities of the 
results attained and (2) the cost of ob- 
taining the desired complement of results. 





CHARACTERISTIC OF OUR AGE 


A hundred years ago the way to advance physics and 
chemistry seemed to be by making more and more measure- 
ments. Science then was a quantitative affair, and this 
19th-century picture of the scientists preoccupied with 
numbers—the picture of Phineas Fogg at the beginning of 
Jules Verne’s “Around the World in Eighty Days’’—is 


still large in the popular mind. 


But in fact the concern of science in our age is different: 
it is with relation, with structure and with shape. Today we 
hardly ask how large space is, but whether it is Open or 
closed on itself. We say that rubber stretches because its 
atoms are strung out in chains, and the diamond does not 
because the atoms are locked in a closed pattern of rings. 


—J. Bronowski iv a special report 








First, there are the factors which are 
created or governed by the corporation of 
laboratory entrepreneurs. Some of these 


factors are: 


1. The organizational environment jn 
terms of the goals of the corporation, 
When goals in terms of desires and 
requisites for products, processes, sys-4 
tems, etc., are clearly defined much jg 
accomplished to encourage the scientific 


interest of the researcher and general] 
more creative results ensue. In the ab. 


sence of definite goals an atmosphere of 


low moral and poor scientific effort wil] 
prevail. 

2. The authority or management in. 
fluences on the scientific staff. The ip. 


dustrial researcher resents the awkward 


attempts made by certain members of the 
Management team to enforce planning 
and control procedures in the research 
organization which were designed for 
manufacturing or service types of opera. 
tions. 

3. Recruitment, selection, training and 
development policies. In the recruitment 
and selection of additions and replace. 
ments for the technical staff, intellectual 
and experience standards of candidates 
generally must be maintained at a level 
equal to or above the average for the 
scientific group as a whole. Adequate 
provisions must also be present for the 
researcher to obtain continuous scholastic 
and practical training and development. 

4. Operational organization as re 
flected in the structure of the research 
working groups. Proper organization of 
“research teams” in terms of education, 
training and scientific reputation together 
with proper instrumentation and technical 
assistance is of prime importance to the 
industrial researcher. 

5. The system of rewards and recogni- 
tion adopted. Compensation in a scientific 
discipline must be related to scientific 
achievement for the most part. Complex 
technologies seldom permit realistic rela 
tionship between the commercial end- 
product and contributions of the indi- 
vidual scientist in terms of rewards ot 
recognition. Hence, the individual must 
be recognized and rewarded for the con- 
tribution made to the general pool o 
scientific knowledge as well as for specific 
apparent product accomplishments. 

6. The selection of research areas. 
When the nonscientific members of mat- 
agement play a major role in the selection 
of research projects there is danger that 
much scientific incentive will be lost as 
result of lack of faith in the program 
upon the part of the researchers. 


In the second place, there are the in- 
gredients introduced by the presence 0 
the scientists and their role in industrial 
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THE CONTROLLER 








yboratory must always be a rational, 
purposeful entity, this fact does not pre- 
yent, nor is it intended to preclude, ir- 
ytional behavior on the part of its 
searchers. Some of the common char- 
xteristics found in scientists which will 
influence the effectiveness of a research 
yperation are as follows: 


1. Intellectual attainment desires. The 
continued interest of the average research 
daff member can only be maintained in 
fojects Or programs which not only per- 
mit but assure the possibility of intel- 
lectual attainment. 

2. Professional recognition aims. Re- 
sarchers and scientists view professional 
recognition as the apex of accomplish- 


@ ment and hence their loyalties are much 


stronger to the scientific community than 
they are to their industrial employer. 

3. Intellectual freedom requisites. A 
multitude of sins are committed in in- 
dustrial organizations under the guise of 
intellectual freedom. However, the sci- 
entific or technical employe virtually holds 
this requirement as a knife at the throat 
of industrial research laboratories. 

4, Budgetary autonomy aspirations. 
While contrary to the fiscal planning of 
any profit-motivated commercial operation 
this condition is a matter of constant striv- 
ing by the industrial researcher. 

5. Financial reward expectations. Ir- 
respective of the concessions obtained 
with respect to items one to four the sci- 
entist in industry is still a human animal 
and insists upon being rewarded finan- 
tially at the highest possible rate. 

6. Management status consciousness. 
In recent years, those engaged in. iechnical 
and scientific pursuits by incustriul em- 
ployers aspire to organizational titles and 
management status. 


It is obvious upon comparison of the 
two sets of factors that a conflict of ob- 
jectives exists. Fundamentally, the conflict 
lies in the differences in economic values 
of management and the research scientist. 
The solution to astute management plan- 
ning and control for the research organi- 
zation is found in the method by which 
these differences are reeonciled. It is ob- 
vious that, in order to approach such a 
reconciliation, changes in personal atti- 
tudes, business philosophies and measure- 
ment criteria are necessary upon the part 
of both the scientists and the business and 
financial managers of industrial organiza- 
tions. 

Financially motivated organizations can- 
not be entirely adapted to high-talent 
scientific manpower’s dreams of profes- 
sionalism, tenure and budgetary auton- 
omy. These expectations on the part of 
the industrial researchers would not be 
quite so unrealistic if they were willing 
to accept some of the risks inherent in 


een 


such desirable circumstances. Association 
with organized labor movements, the ab- 
sence of capital investment and the risk 
of income collection, the assurance of 
retirement, health and life insurance ben- 
efits create a situation wherein claims of 
professionalism and tenure cannot be 
viewed in an industrial economy as any- 
thing more than idealistic whims. When 
the researcher decides to face the eco- 
nomic facts concerned with the operation 
of an industrial research laboratory, the 
sooner he will shed some unnecessary 
involvements and be able to enjoy his 
scientific pursuits more thoroughly. 

Conversely, scientific manpower cannot 
be adapted to the economic goals of an 
Organization in the same manner as can 
other types of high-level manpower, with- 
out diluting the technical quality of 
the research program. Sufficient latitude 
should be provided for the researcher to 
satisfy his need for recognition and self- 
realization. Opportunities should also be 
present to allow for proper career devel- 
opment and attainment of professional or 
management status. Attempts by control- 
lers, business managers or other corporate 
executives to account for, control or meas- 
ure the operations or operating results of 
a scientific research effort by the same 
theories and procedures employed in a 
manufacturing organization are only an 
indication that they do not understand the 
underlying purpose of a research and de- 
velopment program. Of much more seri- 
Ous proportions is the fact that such 
efforts will probably defeat to a great de- 
gree the very reason for which the pro- 
gram was established. 

The real contribution that the control- 
ler’s organization can make in the over-all 
control of research and development ex- 
penditures is to assure through selective 
audit procedures that funds are expended 
for the purposes that are genuinely re- 
lated to the search for knowledge in line 
with corporate objectives. Such procedures 
should be structured to permit the appli- 
cation of controls prior to the commit- 
ment of funds. Account analysis after the 
fact accomplishes very little in the way 
of management control unless steps are 
taken to provide against repetition of 
transactions which are found to be out- 
side the sphere of company policy and 
intentions. Controls on acquisitions of 
instrumentation, foreign and domestic 
travel policies with respect to attendance 
at symposiums, colloquium and technical 
society meetings, salary administration 
standards and their application, adherence 
to leave of absence rules for personal or 
educational purposes are examples of 
areas in which the corporate controller 
should play a major policy-making and 
police-action role. Extreme care must be 
exercised, however, in recognizing the 
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e J. A. McFADDEN, JR. was named di- 
rector, Administrative Services, RCA Lab- 
oratories, Radio Corporation of America, 
Princeton, N. ]., in January 1957. He was 
formerly controller, RCA Laboratories, 
and before joining RCA in 1942 held 
various accounting and treasury positions 
in the textile, ceramics and nonferrous 
metal refining industries. He is a CPA, 
and a graduate of the Wharton School of 
Finance of the University of Pennsylvania 
with a B.S. degree. He did specialized 
study at the Graduate School of Engineer- 
ing, New York University, from which 
he received his M.S. degree. In 1960 he 
was the recipient of an honorary LL.D. 
degree from Rider College. He is a mem- 
ber of Controllers Institute and the Amer- 
ican Accounting Association and has served 
as a vice president and director of the 
Philadelphia chapter of National Associa- 
tion of Accountants. Mr. McFadden bas 
received Lybrand Certificates of Merit for 
four of his papers contributed to the NAA 
Bulletin and is co-author of the text book 
"Accounting and Tax Aspects of Patents 
and Research” (D. Van Nostrand, 1960). 





specialized nature of the operation. Stand- 
ards of measurement must be realistic and 
must be flexible te allow for unusual cir- 
cumstances that are constantly present in 
a scientific atmosphere. On the other 
hand, industrial researchers are prone to 
ignore or, even worse, dispute regulations 
when they have a tendency to disclose de- 
liberate departures from the sound eco- 
nomic principles of even the most sophis- 
ticated organized effort. 

By nature the scientist is a “string 
saver” and will hoard equipment or in- 
struments necessitating excess acquisitions 
if proper surveillance is not exercised. 
Also expensive, complex instruments are 
occasionally coveted without a full knowl- 
edge or appreciation of their utility value. 

Salary scales when entirely administered 
by research or personnel people can be 
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influenced by emotional and personal fac- 
tors which over a protracted period of 
time destroy the confidence of the tech- 
nical staff. Compensation ranges must be 
determined and approved periodically and 
adhered to except for unusual, isolated 
cases involving scarce or outstanding sci- 
entific talents. 

Attendance at technical society meet- 
ings, symposium and colloquium, which 
involve not only the salary expense of 
technical personnel but quite frequently 
sizable sums for travel, living and regis- 
tration expense, is a matter, although 
somewhat more difficult to control, that 
can nevertheless add appreciably to the 
cost of the research program. Individual 
cases which may be the subject of scrutiny 
usually do not cause concern, but may es- 
tablish precedents which when multiplied 
by the number of annual cases possibly 
could result in sizable expenditures. Un- 
less it can be supported that attendance at 
such meetings will at least contribute di- 
rectly to the work being performed on a 
project or will enhance the scientific 








knowledge of the individual, attendance 
should not be encouraged by the research 
director. Seldom does attendance by a 
large group en masse accomplish either of 
these aims. The establishment of an aver- 
age sum of money per member of the 
technical staff for such purposes will re- 
sult in nothing more than a device to 
encourage the spending of money even 
though the benefits are nil or at the best 
only social in nature. 

Unauthorized departures from specified 
work attendance schedules represent the 
most difficult, from a control standpoint, 
of all the practices encountered in the in- 
dustrial research laboratory. It is con- 
ceded that, to a certain degree, hours spent 
in the laboratory are not a measurement 
of a researcher’s creative productivity. By 
the same token, unless proper supervision 
is exercised at the research department 
level there is a tendency on the part of 
scientific personnel to completely overdo 
the matter of freedom of movement. 
Hence, items of absence for purely per- 
sonal reasons, reasonable compliance with 





The scientific mind is an inquiring one. In terms of in- 
dustrial research it asks such questions as: Has this proposed 
study been accurately defined and oriented? Have the useful 
properties of this new material been exhaustively consid- 
ered? Could it be solutions are in unconsidered technol- 
ogies? Have associated factors been studied as a potential 
causative? Have human relations been surveyed as an in- 
fluencing factor on the technical deficiency? 

Administrative people would also ask such questions 
about research considerations if they had the professional 
training to pose the proper ones. The management mind is 


also inquisitive . . 


. so the two have much in common. 


From 
CAN THE RESEARCH SCIENTIST ACQUIRE 
A MANAGEMENT ATTITUDE? 

a printed discussion now being offered by Battelle Memorial 
Institute to representatives of industry concerned with re- 
search and development. Written by M. R. Nestor, Bat- 
telle’s manager of project development, the statement is 
one of a series on the procedures and characteristics of con- 
tract research for industry being published by the Colum- 
bus, Ohio, research center. BMI is also offering a colorful 
chart of the fields of scientific research covered by BMI in 
its fundamental and applied studies, materials science, 
product and process development and design, and market 
and economic analysis to further American industry. 





working hour schedules, vacation and 
sick leave policies, and so forth should be 
the subject of constant, joint concern of 
both the research director and the contro]. 
ler. It is not recommended that attempts 
be made to regimentate industrial te. 
searchers; however, irrational behavior in 
these areas tends to be infectious to 4 
point where administrative and service 
personnel, if control is not exercised, wil] 
expect, and in fact insist upon, the same 
privileges. Such a state dilutes the over-all 
quality and quantity of the scientific effort 
by providing less research for each dollar 
spent. 


THE GOVERNMENT COULD 
SET AN EXAMPLE 


Not only can industrial research pro- 
grams be planned and controlled, but they 
must be planned and controlled. Such 
planning, in fact, should go far beyond 
what an individual company or industry 
is capable of doing. Considerably more 
planning should be done by the agencies 
of the Federal Government which are an- 
nually dispersing funds for research and 
development far in excess of the total 
amounts spent by industry on their own 
account for this purpose. Aside from the 
technical planning associated with gov- 
ernment-sponsored research and develop- 
ment projects, much more planning should 
be accomplished in the area of cost princi- 
ples, procurement and contracting. Armed 
Services Procurement Regulations, and 
more particularly the application of such 
regulations by the procurement and cost 
inspection agencies of the Federal Gov- 
ernment, leave much to be desired. The 
matter of patent clauses, allowable direct 
costs, record and accounting requirements, 
overhead application negotiations, security 
requirements and the cost thereof, recov- 
ery of independent research and develop- 
ment costs and other equally important 
considerations should be reviewed to rec- 
ognize that industrial research cannot be 
planned, controlled or managed under the 
same set of ground rules employed with 
respect to mass production operations. 

Revision No. 50 of ASPR, issued No- 
vember 2, 1959, purports to allow the 
recovery of a pro rata share of the cost 
of a contractor’s basic and applied re- 
search programs. However, the method 
of, and basis for, such recovery are sut- 
rounded by sets of conditions that do not 
induce industry to spend private funds for 
research and development in the mannef 
intended when President Eisenhower pet- 
sonally endorsed Congressional Bill No. 
HR 4797. The Bill, introduced in the 
House of Representatives of the United 
States on February 19, 1959, is intended 
to encourage basic research in science by 
amending the Internal Revenue Code of 

(Continued on page 560) 
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Pay bole an lalielaslalei—i).olaiaalhy, 
THE EASY AFCOMWAY 


Smart businessmen today are paying their business 
insurance premiums in installments to fit their bud- 
gets—just the way they pay their other bills. The 
Afco Budget-Plan eliminates those large insurance 
bills that sometimes come at just the wrong time for 
you. 

With the low-rate Afco Budget-Plan you avoid 


those lump-sum payments that drain off your work- 
ing capital. 

Your local independent insurance agent or broker 
can show you how to take advantage of this practical, 
sensible way to pay business insurance premiums. 
Ask him about it now . . . for easy budgeting of your 
insurance premiums. Don’t put it off—call him today! 
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KANSAS CITY 


CHICAGO 
SAN FRANCISCO 


ATLANTA BALTIMORE 


LOS ANGELES MIAMI 








William G.:vonBerg 

















































American 
Private 


Investment 
Abroad 





A case history of 
Pfaudler Permutit 
Inc.‘s operations 


in the foreign and 
domestic markets 


IN ORDER to provide a proper frame of 
reference, it is necessary to present some 
background data on our company. 

The Pfaudler Co., predecessor to Pfau- 
dler Permutit Inc., was organized in 1884 
and was originally engaged in the manu- 
facture of brewery equipment. The com- 
pany gradually underwent a product tran- 
sition and by the early 1940's it was a 
producer of specialized equipment for the 
process industries—chemical, pharmaceu- 
tical, food, beverage, dairy and brewery. 
Its specialty was the coating of glass on 
steel. This, plus special fabrication know- 
how, resulted in the ability to produce 
equipment with unique characteristics of 
corrosion resistance, heat transfer, thermal 
shock, and noncontamination of product, 
which were of vital importance to a broad 
segment of industry. 

By the early 1950's the company’s sales 
had reached an annual volume in the 
$12-$15 million range. During this pe- 
riod, the increasing complexity of modern 
business resulting from very rapid eco- 
nomic and political developments, not 
only on the national but also the interna- 
tional scene, caused us to reappraise our 
particular situation. After a careful anal- 
ysis, we reached two conclusions: 

First, that in order to keep pace with 
the new concept of a global economy, we 
had an acute need for internal ‘“manage- 
ment specialists” in the fields of research 
and development, marketing, manufac- 
turing, industrial relations, finance and 
control, and 

Second, a company of our size just did 
not have sufficient sales volume to afford 
these specialists. 

This forced us to confront the prob- 
lem of how to increase our size wi, im- 
prove our effectiveness. We established 
for ourselves a goal of “Sixty by Sixty”— 
a sales volume of $60 million by the year 
1960. Notwithstanding our desire to 
grow, we imposed on ourselves one con- 
dition; namely, that we would not at- 
tempt to spread in all directions at once 
and thereby become a conglomeration of 
unrelated businesses. 


WE ESTABLISH A PROGRAM 


After considerable discussion and anal- 
ysis, we set forth in 1954 on a balanced 
three-pronged program which we felt 
would give us the growth and degree of 
diversification we needed without jeop- 
ardizing the strengths of the business we 
already had. These three prongs were 
based upon internal development, exter- 
nal expansion (growth through acquisi- 
tion), and expansion abroad. 

Internal development was implemented 
by recruiting carefully selected, well- 
qualified people in the five functional 
areas of business; the management spe- 
cialists previously mentioned. 

External expansion was undertaken by 


establishing a small top-management staff 
to develop a planned acquisition and 
merger program. In the ensuing years, 
several small companies were acquired, 
whose operations were fully integrated 
into our existing organization. The high- 
light of this external expansion program 
was achieved in 1957 when the Permutit 
Company was merged with the Pfaudler 
Co., resulting in the formation of Pfav- 
dler Permutit Inc. The Permutit Company 
was a well-established firm engaged in 
the design and manufacture of water. 
conditioning equipment. It also produced 
ion exchange resins for use with this 
equipment, as well as chemical compounds 
formulated for special applications in wa- 
ter treatment. 

The third segment of this three-pronged 
program was international expansion. Our 
company already had some knowledge 
and experience in operating abroad as a 
result of owning a German subsidiary 
since 1907, and 50 per cent of a British 
affliated company since 1933. From this 
base of foreign operations, we expanded 
into Japan in 1954; into Mexico in 1956; 
into Canada in 1959 and into Brazil late 
in 1960. 

Today, corporate management of Pfau- 
dler Permutit operates through four divi- 
sionalized profit centers: the Pfaudler Di- 
vision, Permutit Division, AeroChem 
Research Division and the International 
Division. Our combined efforts, internally 
and externally, appear to have achieved 
the desired result during the year 1960 
when our company reached an all-time 
peak in orders received, shipments and 
earnings. Our objective established in 
1954 of “Sixty by Sixty” compared with 
an actual shipment volume of $62,030,- 
000, representing total shipments by the 
company and all its foreign subsidiary 
and affiliated companies during that year. 

Of all the activities within our com- 
pany, our operations abroad achieved the 
most dynamic growth during this seven- 
year period. This is clearly demonstrated 
by the increase in total combined sales of 
all foreign subsidiary and affiliated com- 
panies from $2 million prior to 1954, to 
more than $19 million in 1960. It is this 
portion of our activities that I should 
like to dwell upon, to outline the history 
of our operations abroad; and to compare 
the income remitted to the United States 
versus the amount invested to generate 
this income. 


WE BRING THE MOUNTAIN 
TO MOHAMMED 


There are many reasons why we were, 
and continue to be, desirous of investing 
in plants abroad. First, there exists in 
foreign markets, a tremendous demand 
for those products which constitute the 
major portion of our domestic business, 
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namely glassed steel equipment for the 
process industries, principally chemical 
and pharmaceutical. Many of the cus- 
tomers of our foreign plants are them- 
selves subsidiaries of Pfaudler Permutit’s 
domestic customers. Second, our products 
are for the most part custom built, and 
the problem of communication from the 
United States, and more importantly, the 
problem of rendering adequate service in 
connection with their proper use and 
maintenance, would be almost unman- 
ageable, if we attempted to do this from 
here. Third, the physical size and weight 
of our products is such as to render dis- 
tance a competitive disadvantage. There- 
fore, if we were not present locally, the 
business we enjoy would surely fall to 
competitors in each of these areas. I in- 
clude not only competitors in our line of 
products, but also in competitive materials 
of construction. 


CAPITALIZING ON FOREIGN MARKETS 


Let me now explain the operations we 
have been developing to capitalize on the 
potential of foreign markets. 


Germany 


Our wholly owned German subsidiary, 
Pfaudler Werke, A.G., founded in 1907, 
sustained rather severe damage during 
World War II and was not completely re- 
built and operative until the early 1950's. 
Its total sales in 1951 were $700,000. 


* WILLIAM G. vonBERG graduated 
from Syracuse University, B.S. in Ac- 
counting, cum laude and is a CPA (New 
York State). He has been affiliated with 
Pfaudler Permutit Inc., Rochester, New 
York, since 1952, where he successively 
has held the posts of assistant to the 
comptroller, 1952-53; assistant comptrol- 
ler, 1953-56; assistant comptroller and 
assistant treasurer, 1956-57; and since 
1957, company controller. Before joining 
his present organization, he was control- 
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The economic recovery of Western Europe 
and of West Germany in particular, is 
historic. The growth of P.W.A.G. has 
paralleled this trend, and in 1960 its 
shipments reached $6.5 million. There 
have been three major plant expansion 
programs during this ten-year period, for 
which the entire capital outlay was fi- 
nanced locally. The parent company’s 
contribution to this recovery was technical 
assistance in the form of ceramic research 
and engineering know-how, plus man- 
agement direction and guidance. While 
there has been vo outflow of dollars, a 
substantial flow of income has been re- 
mitted to the United States in the form 
of license commissions and in dividends. 
The total income received in the United 
States in 1951 was $3,000; in 1960 this 
figure rose to $256,000 and the cumula- 
tive total over the ten-year period added 
up to $1,360,000. 

During each of the last four years, vir- 
tually the entire net income of the Ger- 
man company has been distributed in 
dividends; part in cash and part in stock. 
In Germany, cash dividends are declared 
as a percentage of fixed capital, and large 
percentage distributions are looked upon 
with disfavor by local authorities. The 
purpose of the stock dividends was to 
increase the capital account of the com- 
pany, which will, of course, enlarge the 
base upon which future cash dividends 
can be paid. 
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Great Britain 

Another illustration of foreign opeta- 
tions is our British affiliate, Enamelled 
Metal Products Corp. (1933) Ltd. Our 
entire capital investment was limited to 
$138,000, made back in 1933, for which 
we received a 50 per cent ownership in- 
terest. At that time, we entered into an 
agreement to provide technical informa- 
tion in return for a license commission 
based on shipments. Since then we have 
received license commissions and divi- 
dends which in the last ten-year period 
alone, totalled approximately $550,000. 

For the future, we expect to continue 
furnishing technical assistance, and an- 
ticipate a continuing flow of income, all 
of which originated from an investment 
made only once. 


Japan 
When we teamed with Kobe Steel 
Works to form Shinko-Pfaudler Com- 


pany, Ltd. in Japan in 1954, our contribu- 
tion was solely in the form of technical 
know-how. We negotiated a license agree- 
ment which provided us a royalty based 
upon a percentage of shipments, and in 
addition, a one-third equity in the com- 
pany. 

The growth of this Japanese organiza- 
tion has been even more rapid than that 
of our German subsidiary. From its origin 
in 1954, sales rose to $6.6 million in 
1960 and are anticipated to total approxi- 


ler of W. B. Coon Company, 1948-52, 
and senior accountant, audit staff, Ernst 
& Ernst, 1939-42 and again 1945-48, fol- 
lowing service in the U.S. Army, 1942-45. 
He is a member of Controllers Institute ; 
a past president of the Rochester Control; 
and a member of the Committee on Se- 
curities and Exchange Regulations of the 
Institute. This paper was presented before 
a group attending the Government-Indus- 
try Conference sponsored by MAPI and 
held in Washington, D. C., in May 1961. 
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mately $10.5 million in 1961. Income 
received here in the United States in the 
year 1960 alone was $440,000. Until re- 
cently, all expansion of the Japanese com- 
pany’s operations was financed locally. In 
February 1961, we made our first cash 
contribution to capital in the amount of 
$150,000, to be used toward a major ex- 
pansion of plant facilities, currently un- 
der way. Income sent to the United States 
in 1961 is expected to be approximately 
$550,000. 


South America 

In 1955 we recognized the longer-range 
potential developing to the south—in 
Central and South America. 

As a first step toward capitalizing on 
these markets, we established Pfaudler 
Development Corporation in 1956, a 
wholly owned subsidiary in Panama. 
Shortly thereafter, this company pur- 
chased an 85 per cent ownership, and in 
1959 the remaining 15 per cent, of a steel 
fabricating company in Mexico City. The 
total investment in this company, now 
known as Pfaudler Permutit, S.A. de C.V., 
was approximately $500,000. 

Aithough the return has to date been 
modest, it has been accumulated by the 
Panamanian corporation to be used in 
our plan for further foreign investment. 
This program was implemented late in 
1960 when these accumulated funds were 
used to establish a Brazilian subsidiary in 
Sao Paulo, to accelerate our efforts in pro- 
moting Permutit products in the Brazilian 
market. 


Canada 

Pfaudler Permutit Canada Limited, our 
wholly owned Canadian subsidiary ac- 
quired in 1959, is a new enterprise, and 
not yet a profitable one. It is our objective 
to broaden the market position of this 
subsidiary by introducing the manufac- 
ture of some of our domestic products, to 
add to the Canadian company’s volume 
and improve its profitability. 


Coordination and direction of these op- 
erations abroad are centered in an Inter- 
national Division headquarters located in 
Rochester, N. Y. We do not believe we 
have reached the zenith of foreign activ- 
ities and are currently reviewing the mar- 
ket potential in other areas, notably India 
and Australia. 


SOME PROS AND CONS 
ON FOREIGN INVESTMENTS 


Now let me discuss some of the com- 
mon misconceptions which have been 
written and spoken by those who have 
not had the practical advantage of con- 
ducting actual operations abroad. 

It has been stated that tax deferral on 
income earned abroad through the use of 
“tax haven” countries constitutes an in- 
definite postponement of the United 
States income tax. 

Our company is a United States enter- 
prise, and all its shareholders, with a few 
exceptions, reside in the United States. 
As a professional management group, the 
sum of whose stockholdings constitutes 
only a minor portion of the total, our 
main interest lies in serving the best in- 
terest of those who own the company. 

Consistent with the best interest of do- 
mestic shareholders is our objective of 
producing income in the United States. 
Our only incentive for investing abroad is 
to generate earnings which can be tre- 
mitted back home. Therefore, the pur- 
pose of accumulating income from Mexi- 
can sources in a Panamanian company is 
to have more funds with which to ex- 
pand in South America. Our desire to in- 
vest in South America is solely for the 
purpose of generating additional earnings 
which can ultimately be returned to the 
United States. How could we achieve the 
fulfillment of our obligations to our share- 
owners if the return of income earned 
abroad were subject to “indefinite post- 
ponement”’? What good would it do our 
company, or any United States corpora- 
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tion, to accumulate substantial assets re. 
sulting from unrepatriated earnings, in © 
Panama, Liberia, or Liechtenstein, if these 

assets were to be frozen in any of those © 
lands? It is inconceivable that the desire 
to escape the United States income tax 
could reach such unrealistic proportions, 

It has been proposed that the United 
States income tax be levied against Amer- 
ican corporations on their current share — 
of the undistributed profits in any year | 
by subsidiary corporations organized in 
economically advanced countries. 

To begin with, levying a tax on one 
corporate entity for its share of the un- © 
distributed earnings of another seems to — 
be a novel, if not a rather unfair, ap- 
proach. Second, a formula to arrive at 
the definition of an “economically ad- 
vanced” country would be difficult and 
even hazardous. Imagine attempting to 
achieve unanimity of — not only as 
to the current status, but on the future 
status of all nations, as economic condi- 
tions change. What would be the effect 
on our relations with other nations of 
our endeavor to rate all the countries 
throughout the world? What might be 
the reaction from those who fall into the 
“economically unadvanced” category? 

Those who favor this proposal appar- 
ently define an incentive differently from 
those nations which have offered a period 
of tax forgiveness as motivation to out- 
siders to come in and establish a branch 
or subsidiary to start up a new industry in 
their country. The enactment of this pro- 
posal would, of course, negate any in- © 
centive through tax forgiveness currently — 
allowed by foreign countries. I venture 
the supposition that the enactment of this 
legislation would result in the upward 
revision of the tax rate on subsidiaries of 
United States corporations by many for- 
eign countries to a level approximating 
52 per cent. Furthermore, it seems ob- 
vious that subsidiaries of United States — 
corporations, operating in countries whose : 


(Continued on page 538) 





0.4% 60 


INTERNATIONAL smm>’77Z. CANADA 


308% 


23.5% 





MILLIONS $ 











0 
TOTAL SHIPMENTS 


INTERNATIONAL DIVISION~ 1960 


1.2% 
2.6% 


SCOTLAND®™ 3. 7% 


MEXICO 


GERMANY 10.0% 


vapan'A) 13.3% 


INTERNATIONAL SHIPMENTS 
(A)33/3% OWNED (8) 50% OWNED 











NOVEMBER 1961 





536 





States 
whose 


i’s a control panel up there on the scales. The way 
me panels are sold, you’d think they sold them by the 
nd, Our panels are lightweight. Sure, but we don’t sell 
im by the pound. We don’t set a price and then build 
m to it. Never. Our experience in the field (we’re tab 
nat heart) tells us how much time, effort and quality 
ild go into every control panel and component we 
ke. That goes double when we’re planning new prod- 
is, too. It’s happening all the time. If a new product 
ll make your EDP installation work more efficiently, 
te for it. And usually the first to produce it. We’re 


ition of Adams-Millis Corporation 
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proud of our reputation. Quality. Service. Ideas. Sure, 
our prices are competitive. Have to be these days. But 
we’re going to make sure our reputation for proven 
dependability and the efficiency of your operation don’t 
suffer in the scramble. How? Ask the tab men who use 
and rely on MAC Panel products day in, day out. Nights, 
too. They’ll tell you the reason is that the people at MAC 
Panel know the problems and understand the procedures 
of an EDP installation. We’ll tel! you our only business 
is making panels. The best panels. Your MAC Panel 
representative will tell you more. Weigh the facts yourself. 


ome PANEL 


IAC PANEL COMPANY, High Point, North Carolina 


presentatives throughout the United States, in Canada, Latin America and in Europe 











tax rate is less than that of the United 
States, would immediately be put at a 
competitive disadvantage locally, not only 
with nationals, but also with subsidiaries 
of British, West German and other firms 
whose parent companies are not subject 
to this tax treatment. 

Not to be overlooked is the cash flow 
problem presented to American parent 
corporations of foreign subsidiaries. In 
our own case, for example, earnings of 
most of our foreign companies are ie- 
mitted to us as rapidly and in as laige 
amounts as good cles practice will 
permit. These are, of course, subject to 
United States income tax. From whence 
would we, or any other United States par- 
ent corporation, obtain the cash to pay the 
United States tax on undistributed earn- 
ings which are left abroad and reinvested 
in the expansion and growth of the sub- 
Sidtaries ? 

Elimination of the existing method of 
computing the foreign tax credit has been 
proposed, and in its place, the so-called 
“‘gross-up’’ method has been offered. 

What would be the reaction to this 
upon the part of those nations with whom 
we have negotiated tax treaties and con- 
ventions? The direct effect on our com- 
pany would be a substantial reduction in 
earnings from abroad. The result of en- 
acting this proposal would surely be a 
lessening of interest or even willingness 
on the part of American industry to invest 
abroad. The expropriation of American 
industry in Cuba; the growing philosophy 
south of the border toward ‘‘Mexicaniza- 








tion” of industry; the recent expression 
of feeling toward greater nationalization 
in Canada; and the unfriendly attitude of 
many governments toward foreigners, par- 
ticularly Yankee, all require that no addi- 
tional obstacles be placed in the path of 
American industry * esi 

Objections to foreign investments have 
come from certain quarters suggesting 
that funds invested abroad reduce the 
availability of funds for capital invest- 
ment in the United States. 

Our own situation shows that the re- 
verse is true; that investments abroad 
have yielded income which has increased 
the funds we have available, not only for 
domestic capital investment but also for 
expanded research effort which is carried 
on in the United States. Further, as our 
products have gained acceptance through- 
out the world, our sales to subsidiaries 
and affiliates, of frit (a basic material 
compound used in the manufacture of our 
ceramic coating material) as well as cer- 
tain parts and components, have increased. 
Our exports of United States-manufac- 
tured goods have also increased, due to 
the inability of our foreign plants to 
supply certain needed equipment, either 
as a result of delivery schedules or par- 
ticularly severe specifications which can 
only be provided from our domestic 
plants. In 1960, our total exports of prod- 
ucts, parts and supplies rose to approxi- 
mately $5 million. 

To summarize our company’s experi- 
ence with foreign investments, we have 
during the last seven years invested 


U.S. INVESTMENTS ABROAD 

Direct investments abroad by United States private in- 
vestors totaled a record $32.7 billion at the end of 1960, 
nearly three times the $11.8 billion of a decade ago. Seized 
investments in Cuba are included in this total, but even if 
these are omitted, 1960 was still a record year. 

Fifty-four per cent of all United States investments 
abroad are in Canada and Europe. Investments in Canada, 
which accounted for more than one third of the total, more 
than tripled in the last decade, jumping from $3.6 billion 
in 1950 to $11.2 billion in 1960. After Canada, the largest 
United States investments at the end of 1960 were,‘in the 
United Kingdom ($3.2 billion) and Venezuela * ($2.6 


billion). 


In Europe, United States investments leaped from $1.7 
billion to $6.6 billion in the last decade. While the dollar 
total also rose in Latin America, from $4.4 billion in 1950 
to $8.4 billion in 1960, that area’s share of the total de- 
clined from 38 per cent to 26 per cent in the ten-year span. 

Petroleum and manufacturing continued to account for 
the major share of United States foreign investments, in- 
creasing from 61 per cent to 67 per cent from 1950 to 1960. 





abroad approximately $1.2 million. Total 
income received here in the United States 
from our foreign investments during the 
same period was just slightly under $3 
million. I might repeat that whereas an 
investment is made only once, the income 
derived therefrom is continuous. 

To reflect more accurately the full im. 
pact on the United States balance of pay- 
ments, I should add that the dollar value 
of exports from our United States plants 
for shipment abroad, during the last seven 
years, was approximately $25 million, 
Thus, total dollar inflow achieved by our 
company alone, during this period has 
reached the sum of $28 million, versus a 
total dollar outflow of $1.2 million. 

It is vital for our nation to take part 
in and to capitalize upon the expanding 
world markets of today. The reasons are 
many. I have, however, limited myself to 
a case history of our company’s foreign 
operations as they affect private invest- 
ment abroad and the United States bal- 
ance of payments. I have not even at- 
tempted to discuss economic expansion 
abroad as the basis of maintaining our 
nation’s position of political leadership. 

Suffice it to say that in competition with 
foreign manufacturers, United States en- 
terprise is outpriced in the world market 
place, except as to products which we can 
make that are new and different. Our salva- 
tion is innovation. This requires research 
time, ingenuity and money to create new 
products, thus stimulating new demands. 
Only with this approach can we hope to 
maintain the high economic level we cur- 
rently enjoy. 

In today’s highly competitive global 
economy, one of the objectives of our 
Government should be to foster and pro- 
mote participation on the part of private 
investors in world trade. In our company, 
we need income from abroad. In the a. 
such income has sponsored much of our 
research. Its continuance is vital to our 
expansion of future research. On a nation- 
wide basis, this could only strengthen our 
world position with respect to balance of 
payments. 

It might not be entirely accurate to 
say that the proposed tax treatment of 
United States companies’ foreign opeta- 
tions would be analogous to “‘killing the 
goose that laid the golden egg,” but it 
would certainly cripple the creature. 


RELATED READING from THE CONTROLLE 
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“If you’re undecided about a Transfer Agent 
why don't you talk to the people at Chase Manhattan?” 


Rely on New York's biggest bank for 
the people and the experience you 
need to handle a stock issue 
efficiently. 


Thoroughly experienced Chase Man- 
hattan people are your solid assurance 
of efficient transfer work. 

Trained to stay on top of ever chang- 
ing State and Federal transfer and in- 
heritance tax laws, Chase Manhattan 
people are also completely versed in 
the volumes of legisiation that surround 


the transfer of stock by fiduciaries. 

As your Transfer Agent Chase Man- 
hattan stands ready to handle original 
and outstanding stock issues, take over 
the details of normal transfer of owner- 
ship and perform the miscellaneous ac- 
tivities that follow any stock issue. 

For efficient, experienced Stock 
Transfer service why not talk to the 
people at Chase Manhattan now? 

The phone number is LL 2-2222. 
The full address — Attention: Agency 
Division, The Chase Manhattan Bank, 


1 Chase Manhattan Plaza, New York 
15, New York. 
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MANHATTAN 
BANK 


CHARTERE) IN 1799 
Member Federai Deposit Insurance Corporation 














Lee C. Tait 


Regulation 
of Prices 
and Profits 





ABOUT 


e LEE C. TAIT holds a B.S. degree in 
Electrical Engineering from Virginia Poly- 
technic Institute and a M.S. degree in In- 
dustrial Management from Massachusetts 
Institute of Technology (Sloan Fellow- 
ship). Prior to becoming comptroller of 
the Chesapeake & Potomac Telephone 
Company of West Virginia, Charleston, 
West Virginia, his telephone career in- 
cluded such assignments as division com- 
mercial manager at Richmond, Virginia; 
staff assistant on the executive staff of the 
AT&T Co. in New York; and general op- 
erations supervisor on the headquarters 
staff of the Chesapeake and Potomac Tele- 
phone Companies in Washington, D. C. 
He is a member of Controllers Institute of 
America and is director of Communications 
of the Southern West Virginia Chapter of 


the National Association of Accountants. 
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INITIALLY, what we might term modern 
regulation concerns itself with insuring 
that service would be available to all 
parties without favor or discrimination. 
This principle, in fact, is the reason for 
the term “common carrier’ which we 
hear applied to the railroads, the airlines, 
the telephone companies, etc. Early regu- 
lation in most cases was a direct result of 
the changes in the economic outlook re- 
sulting from new technology. Early gov- 
ernment interest was shown through the 
granting of favors, such as exclusive fran- 
chises and land, and then through re- 
quiring the industry to take any and all 
requests for service without discrimina- 
tion. Only later did the question of rates 
assume the importance that it does today. 

This consideration of uniform service 
as a prime purpose of regulation is still 
evident today. For example, utilities do 
not have the legal right to go out of busi- 
ness without permission of some regula- 
tory agency. Or another example, the 
Rural Electrification Administration is an 
instance of government influence con- 
cerned with service first, cost later. And 
in the case of the newest major utility, 
the airlines, little is heard about rate 
levels, but much is heard about routes and 
schedules and safety. 


FRANCHISES 


Now many of our public utilities such 
as the railroads, electric power companies 
and telephone companies, require very 
high fixed capital investment. This high 
fixed capital investment means that direct 
competition—duplication of plant invest- 
ment—is economically inefficient. It would 
adversely affect both service and price. So 
through the granting of franchises, the 
various governments legally condoned and 
enforced monopoly conditions for these 
industries. 

It is not difficult to guess what hap- 
pened next. With monopoly comes power 
and early in the history of our public 
utilities, the public began to feel, often 
with proper reason, that the utilities were 
taking advantage of their monopoly posi- 
tion to offer rebates, discriminate among 
customers and charge excessive rates. So 
the governments sought to establish the 
power to control the rates that such priv- 
ileged monopolies charged. They suc- 
ceeded. More than this, they established 
the right to regulate the price of almost 
any business which was aud with the 
public interest. 

At first this power to regulate seemed 
to be unlimited, that is, there was no pro- 
tection for the investors. Economic forces 
reacted to this condition. For example, 
railroad securities declined remarkably in 
value. Over a period of time, other court 
cases followed in which the court said the 
corporation could not be deprived of due 








process of law by being regulated. In 
other words, the corporation was assured 
of a fair and open hearing and protection 
against confiscation of property. 

Of course, these rulings and subsequent 
rulings have not finally settled the argu. 
ments as to How the commissions should 
determine prices. Much of the argument 
over the years has centered around the 
means for determining the value of the 
plant of a regulated industry as a basis 
upon which to set prices which allow in. 
dustry to recover costs and earn a “fair” 
profit. 

If one has a house which he wishes to 
rent or sell, he may ask for an informal 
appraisal of the value of the house. This 
value is based upon the price being paid 
for comparable real estate in the same 
locality. This comparable sales approach 
will not work for a public utility, because 
there are not enough sales to establish a 
market. Furthermore, even if there were 
such a market for utilities, we come up 
against a second objection. When one 
sells a business, the prospective purchaser, 
in establishing the price he is willing to 
pay, takes as one of his primary bench 
marks the capitalization or present value 
of expected future earnings of the busi- 
ness. 

Obviously, this will not work in regu- 
lating a public utility, because what the 
regulatory agency is seeking to establish 
is the proper level of future earnings 
and, of course, this approach would in- 
volve circular reasoning. 

In the early days of regulation, the de- 
termination of value of the plant of the 
public utilities was further complicated 
by a general public suspicion of the ac- 
curacy and honesty of corporate book- 
keeping practices. Over the years, the 
commissions have become quite explicit 
in laying down the regulations for ac- 
counting practices so that this suspicion 
is no longer so widespread among the 
public and practically nonexistent among 
regulatory authorities. But another prob- 
lem which has been with us over the 
years, that I suspect will be with us for 
many years more, is the problem which 
has centered around fluctuation of general 
price levels. 


VALUE 


The commissions have been and are 
seeking a substitute for competition and 
this is easier said than done. In a com- 
petitive market, we define value as the 
price a willing buyer would pay a willing 
seller in a free market. Under monopolis- 
tic conditions, there appears to be no easy 
way to arrive at this figure. : 

One way which might suggest itself is 
cost of reproducing the service—which 
presumably would be the minimum price 
at which a new supplier could enter the 
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field. But once again, this is too con- 
jectural to be of much value. Who can 
determine what it would cost to reproduce 
the telephone service in the State of West 
Virginia, for example? Different types of 
equipment in different locations with dif- 
ferent associated operating expenses would 
be involved. 

The courts and the commissions have 
turned to the rate base times rate of re- 
turn approach and have defined fair rate 
of return several ways: 


1. A rate of return comparable to that 
received by other businesses having cor- 
responding risks in the same geographical 
area. 

2. The cost of capital—an amount ade- 
quate to attract the necessary capital for 
expansion and modernization. 

3. An amount sufficient to maintain the 
financial integrity of the business. 


REGULATED INDUSTRIES 


Now, all of us know what industries 
are regulated, but why they are regulated 
may be worth a few words. While there 
ate many and varied reasons, the follow- 
ing conditions seem to be present in every 
regulated industry: 


1. A very high fixed investment—for 
many companies, as high as four to six 
times annual revenues. 

2. A large portion of this investment 
does not vary directly with the number of 
customers, but tends to be somewhat con- 
stant for a given geographical area. 

3. The investment would tend to be 
twice as high if two companies were serv- 
ing the same area, but they would have 
no more customers. In fact, there would 
be fewer customers since the rates would 
have to be higher to carry the higher in- 
vestment. 

4. There is a need for interconnection 
such as in transportation and communica- 
tions. 

5. The need for large financial re- 
sources. 

6. Another common characteristic is 
that the product is relatively essential to 


the public. 


It should be pointed out that the eco- 
nomic function performed by the com- 
pany is not necessarily important. For 
example, transportation is an economic 
function but the fact that private trans- 
portation, in the form of individual or 
company-owned cars and trucks, competes 
with all the regulated forms has had very 
little effect on our view of regulation. 
Nor has the fact that oil and coal, both 
generally not regulated, can compete with 
gas and electricity—or that these two 
compete with each other in many ways. 

And one final word while we are de- 
fining public utilities—this has to do 


with the proportionate part of our total 
corporate industry which is represented 
by utilities. Utilities account for 23 per 
cent of total investment, 37 ‘per cent of 
depreciable capital assets and 24 per cent 
of the share owners. 

The development of an independent 
regulatory agency as we know it is 
uniquely American, although the idea of 
price controls by governments is not, of 
course, and in fact, English common law 
has been cited by our own jurists in sup- 
port of their findings as to power of the 
government to regulate. 


RATE SCHEDULES 


How does regulation actually take place? 
W hat are the specific techniques of apply- 
ing the theory that has been worked out by 
legislation and legal interpretation? There 
are many aspects to regulation, of course 
—the granting of certificates, investiga- 
tion of service criticisms, etc. The phase 
we are discussing deals with the author- 
ization of a new rate schedule. This most 
often begins upon application by a com- 
pany for a higher schedule, although it 
may be initiated by the commission or by 
a third party. First, let’s sketch the broad 
outline. A rate base and a fair rate of re- 
turn will be determined. The two will be 
multiplied to obtain authorized net earn- 
ings for the test period selected for the 
case. The next step is to compare these 
earnings with the actual net earnings 
during the test period. This will give the 
net increase needed to realize the fair 
rate of return. To this will be added the 
corporate income tax on this additional 
net, producing the gross revenue increase 
required. This will then be apportioned 
to the various services offered by the com- 











pany in a manner suitable to the commis- 
sion. 

The first basic problem is whether to 
use original cost, trended original cost, 
or reproduction cost rate base. In the in- 
flationary times in which we live, original 
cost will exert a downward pressure on 
the rate base and reproduction cost an 
upward pressure. This decision will be 
based on the laws of the jurisdiction in- 
volved, interpretation of court findings, 
and the commission’s own — judg- 
ment. Obviously, continuing inflation will 
have a continuing effect—and the longer 
the economic life of the plant, the greater 
the effect. It should be pointed out that 
inflation is an uncontrollable element in 
revenue requirements, almost completely 
out of the hands of both commission and 
company. 

Original cost is a strict accounting rec- 
ord of capital expenditures. Reproduction 
cost of existing plant is an engineering- 
type approach. A trended original cost, 
giving weight to the year-by-year chang- 
ing purchasing power of the dollar, is an 
accounting study. A fair value rate base 
gives recognition in some way to the 
changing value of the dollar. All these 
are faulty economics in that they include 
cost of some obsolete plant. 

The “value’”’ of any plant as we all 
realize, is not what the owner paid for it 
—but what it is worth to the owner in 
generating an output of goods or services. 
In short, in an expanding economy, it is 
the cost of reproducing the equivalent 
plant, less depreciation. But with the in- 
flation we have had, this type of rate base 
is inevitably higher than an original cost 
base and, hence, is politically unpopular. 

(Continued on page 561) 
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DESIGN ASSISTANCE. Get custom-designed IBM MICR 
checks that add to the good impression your company makes. 


Your IBM supplies specialist helps put extra value which most economically meet your accounting ‘ 
into IBM MICR* paper checks mands and the capabilities of your equipment. §; 

High-precision documents from special paper to also offers free check design service and a wide sel@, 
the final printing, the new IBM paper checks are tion of attractive check borders and backgroun@,) 
distinctive in appearance...and always designed to 
make your company look its very best. 

But here is the most important thing... 

Your IBM supplies specialist knows exactly how 
paper checks are handled...and manhandled. 

What’s more, your supplies specialist is thoroughly SERVICE—IBM supplies specialists provide prompt! 
familiar with check and data processing equipment. expert technical assistance to you from more f 
He helps you design the IBM paper check and stub 200 locations from coast to coast. 


SAFETY—Special plant security measures safegu 
your IBM paper checks during every stage of ma 
facturing. Special papers and printing inks prot 
your IBM paper checks against alteration after iss 





MICR IS FAST. 
This is the magnetic read- 
ing head of an IBM Reader- 
Sorter. Automatic check 
processing by banks means 
that your checks clear fast 
and that your cash ac- 
counting is timely. 


IBM SUPPLIES SPECIALISTS 
get intensive training in 
IBM supplies and their ap- 
plications. This makes them 
uniquely qualified to help 
you select the MICR checks 
and other supplies best 
suited to your operations. 


HERE ARE THE FACTS. 
This illustrated booklet 
gives you the full story on 
IBM paper checks. To get 
your copy, just call your 
IBM office. Your IBM sup- 
plies specialist will be 
happy to give you a copy. 


acomparable difference 


unting Ge rut, storr—New IBM paper checks are avail- show you how IBM supplies can help you improve 
pment. Bin continuous forms and in unit sets. They are the return on your data processing investment. 
wide Sél@ssable on your own data processing equipment, 
kgrouNEI as on your bank’s MICR equipment. *Magnetic Ink Character Recognition. (Note: New IBM 
neg BM paer checks simplify your work. ened et Ee a ray rene 
e of mal check processing...improve your record accu- 
ks prot’ Let your IBM supplies specialist go to work for 
fter iss He has the facts you need to go MICR. Call your 
IIBM office and ask for your supplies specialist. 
yrompt ind the next time you are in the market for any 
more ti ‘Supplies, talk to the IBM supplies specialist. ® 
san expert backed by experts—a*man who can DATA PROCESSING 








Edward W. Lewis 


An 
Insurance 
Manager 
Reports to 
Management 





e EDWARD W. LEWIS, insurance man- 
ager for Richardson-Merrell Inc., New 
York, tells how to draw up a report that 
provides the vital information essential to 
management's over-all view of the com- 
pany’s insurance program. Mr. Lewis was 
connected with the New York Stock Ex- 
change as an examiner on its staff repre- 
senting the Exchange in dealing with 
corporations, particularly in connection 
with the listing of securities for trading, 
before he became associated in 1934 with 
Vick Chemical Company (now known 
as Richardson-Merrell Inc.) as assistant 
to the treasurer. He assumed his present 
post in 1951. Mr, Lewis is a member 
of the New York Chapter of the Ameri- 


can Society of Insurance Management. 


INFORMATION about virtually every facet 
of the insurance field as it applies to the 
corporate insurance buyer from the basic 
ABC’s to the extremely complex foreign 
insurance problems has been published 
and expounded in seminars. One notable 
exception, however, appears to be the 
scarcity of material on the what and how 
of insurance reports to management. 

Probably the single factor accounting 
most for the shortage of material on the 
subject is that relatively few insurance 
managers are obliged to prepare and sub- 
mit a formal comprehensive annual report 
to management. This does not necessarily 
indicate any lack of interest on manage- 
ment’s part, but more likely is an ac- 
ceptance of the fact that admittedly the 
annual expenditures for insurance are rel- 
atively small in comparison with such 
major costs of doing aces as cost of 
materials, distribution costs, research costs, 
marketing costs, etc., and, therefore, 
often relegated to secondary consideration. 
However, with the steady increase in the 
cost of buying proper insurance coverage 
and the growing awareness of the need 
for adequate protection, evidenced by the 
newspaper publicity attendant on sizable 
property and casualty losses today, we can 
look for management to manifest a greater 
interest in the operations of the Insurance 
Department. 


WHAT SHOULD THEY LOOK FOR? 


A report sufficient within itself to pro- 
vide the vital information essential for 
those responsible to obtain a concise pic- 
ture of the over-all insurance coverage 
should contain four primary components 
as a Minimum: 


1. Classes of Insurance Carried 

Three major classifications immediately 
present themselves, i.e., those pertaining 
to loss of property, loss of earnings, and 
finally, third party liabilities. 

Loss of property concerns itself with 
such insurance as fire and allied lines, 
boiler, and crime coverage which affords 
protection to buildings, equipment, in- 
ventories, money and securities. 

Loss of earnings, as its name implies, 
relates to those losses sustainable through 
interruption of operations where any of 
the perils insured against are invoked. 
Fire and boiler business interruption are 
the coverages generally involved. 

Finally, the third party lability insur- 
ances. These readily fall into two cate- 
gories, those affecting employes (work- 
men’s compensation, travel insurance, 
etc.) and those affecting the general pub- 
lic (automobile, products, advertisers’ 
legal liability, etc.). 

In each instance, both the subject for 
insurance and the hazard insured should 
be clearly delineated. 





2. Amount of Each Class in Force 


Where coverages are purchased “‘across 
the board” and apply equally to all prop. 
erty and/or persons, no problem arises in 
reflecting the specific limits carried. How. 
ever, where individual limits prevail, as 
frequently is true in the case of fire in. 
surance applying to separate plant prop. 
erties, care should be taken to itemize 
these in detail by organizational unit to 
enable proper comparative appraisal. 


3. Annual Cost 

This is probably the most difficult to tie 
down because of the variety of ways in 
which insurance is purchased and the 
changes in coverage that take place during 
any given year. One method we have used 
successfully is to present an estimated an- 
nual cost. Where a deposit premium is 
exacted, subject to audit some time after 
the close of the fiscal period, that deposit 
premium alone is used. Where insurance 
is purchased on a three- or a five-year 
basis and the premium remains unchanged 
during the entire period, one third or one 
fifth respectively is inserted. On the other 
hand, where interim changes occur either 
in the limits carried or in the applicable 
rates, particularly with fire coverage, the 
estimated annual cost is based upon the 
limit and rate in force at the close of the 
fiscal period under review. Retrospective 
rating adjustments during any year are 
not included in these estimated cost fig- 
ures. They receive special treatment in 
the report by way of an exhibit which 
compares the retrospective results with 
those under a guaranteed cost basis for 
at least a five-year period reflecting the 
most current audited figures available. 
Patently, then, only certain of these totals 
will coincide with the accounting records 
of the company, but consistently used, 
they provide comparable measures for 
evaluating results. 


4, Current Loss Record 

Since the loss experience is a key factor 
in insurance costs, especially where retro- 
spective rating plans are employed, no 
comprehensive report would be complete 
without a digest of claim settlements. 
Here again, though, we run into a certain 
amount of difficulty in presentation. 

Claim settlements for property damage 
losses present no real problem because 
the report need only reflect the actual pay- 
ments received in the reviewed year 1f- 
respective of when the loss occurred. 

In the case of casualty losses, as is well 
known, the complete 12-month results 
are normally not available until long after 
the year closes. To us it seems preferable 
to not delay reporting so long as a satts- 
factory comparable substitute exists. Thus, 
casualty losses are shown for the complete 
nine-month period only. As a means 0! 

(Continued on page 546) 
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improving the picture, however, and mak- 
ing evaluation somewhat more realistic, 
the reserves established on unsettled 
‘claims for the same period are likewise 
included in the summary. 


TELLING THE STORY 


Statistical information, 
above, tells a large part of the story and 
is most significant when presented on a 
comparative basis. But to achieve a better 
understanding of the entire insurance 
picture, it is desirable to supplement this 
data with detailed comment, especially 
emphasizing the pertinent situations hav- 
ing the greatest influence on the over-all 
annual results. 

It has been found that two primary cat- 
egories of comment contribute most to the 
interpretive value of these reports from 


as suggested 





the standpoint of management: 

The first deals with a full discussion of 
the coverages and cost with extra atten- 
tion devoted to salient changes during the 
year reviewed, as compared with the prior 
period(s). In this cost-conscious era, too 
much stress cannot be concentrated on 
analyzing the premium expenditures, par- 
ticularly where extraordinary increases or 
decreases have occurred. 

The second, and equally important, 
covers the comments on noteworthy high- 
lights during the period under review. It 
serves the dual purpose of enabling the 
insurance manager to recount his achieve- 
ments while at the same time providing 
management with vital material with 
which to properly judge the adequacy of 
the company’s insurance program. The 
subjects for discussion are manifold, but 
must, of necessity, be tailor-made to fit 
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each individual requirement. One favorite 
topic always contained in this section of 
the report is a thorough review of the 
loss experience. 

Up to this point, the prime objective 
of the report has been to present a com- 
plete picture of the past with only oc- 
casional reference to the future. Un- 
doubtedly, management also wants to 
know what is envisioned for the ensuing 
year and the report serves as an ideal 
vehicle for responding to this query. An 
entire section of the report is devoted to 
outlining plans, recommendations, etc., 
with the choice of subjects running the 
gamut from a recital of currently unre- 
solved problems and their proposed solu- 
tion to recommended treatment of antici- 
pated problems and quickly reveals the 
forward thinking ability of the individual 
reporting. 


DISSEMINATION OF REPORT 


Throughout the text, we have referred 
to “‘management.’’ Just how this relates to 
individual companies is largely a matter 
of corporate organization and the general 
policy of insurance administration under 
which each functions. Suffice it to say, 
the variations are limitless and no cate- 
gorical procedure for disseminating such 
a report can be offered. 

Under the circumstances, it is perhaps 
safer to resort to a personal application 
by way of illustrating the extent of dis- 
tribution that can be accomplished. Copies 
of the writer’s complete annual insurance 
report (which includes individual di- 
visional reports) are prepared for the 
president and the Insurance Committee, 
of which the vice president for finance is 
chairman. The report is also reviewed by 
the Finance Committee. 

Since each general manager of the vari- 
ous divisions is directly charged with the 
responsibility for insurance in his baili- 
wick, an individual statistical report, us- 
ing the four components cited earlier, is 
prepared for him at the close of each 
fiscal year with a covering review of 
matters pertaining to his particular di- 
vision. 

Thus, this latter arrangement provides, 
at least once each year, all the ingredients 
necessary for a local audit of that portion 
of the company’s insurance program 
which is applicable to the individual di- 
vision with the concomitant benefits that 
can and do result. 
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Pratt & Whitney Aircraft 
and Mobil”.. 





A REVOLUTIONARY APPROACH T0 
PLANNED LUBRICATION AND 
PREVENTIVE MAINTENANCE 
THROUGH DATA PROCESSING 


—achieving tremendous economies. 


N THE FOLLOWING PAGES, Mobil presents 
O an important new technique in plant 
lubrication and preventive maintenance man- 
agement developed by Pratt & Whitney Air- 
craft Division of United Aircraft Corpora- 
tion, with Mobil help. 

It is an impressive example of how Mobil 


MOBIL Oil Company 
150 East 42nd Street, New York 17, N.Y. 
Reprints of this advertisement are available. 


customers can benefit from the skill and 
scope of the largest lubrication service pro- 
gram in the industrial field. It is worth the 
careful attention of every executive who seeks 
maximum efficiency and lowest cost in the 
operation and maintenance of industrial and 
fleet equipment. 


SEE FOLLOWING PAGES 
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Data Processing Control of Maintenance Costs 


RESULTS: 


IN 3 SHORT YEARS—1958 TO 1961— 




















PRATT & WHITNEY AIRCRAFT HAS REAPED 
THESE BENEFITS IN THE MAINTENANCE : 
OF 12,000 PRODUCTION MACHINES : 

oF 


@ Increased efficiency of machine repair department by 40%. 


@® Reduced unscheduled or emergency calls by 25%. th 
6) Increased productivity of lubrication department personnel by 35%. kr 
©) Purified and re-used 150,000 gallons of lubricating oil each year. : 
© Reduced loss of lubricant by leakage by 4,200 gallons per month. vi 


6) Reduced maintenance hours per year on a battery of tracer controlled 





. : P& 
units from 1,879 to 243; reduced number of repair calls by 72%. uli 
fur 
@ Reduced number of lubricants in service from 44 to 18. ss 
ove 
Ex: 
are 
ch 
QUICK ANSWERS TO chi 
MAINTENANCE PROBLEMS col 
The data processing system at Pratt & Whitney “i 
Aircraft schedules 90 separate maintenance opera- to | 
tions on 12,000 production machines in three she 
plants. It keeps tabs on what was done, how long in 
it took, what it cost. It spotlights lubricant waste, bet 
excessive repairs, unscheduled down time, and high ] 
maintenance cost units. is « 
Pa 
tail 
Don Nigro (right), Pratt & Whitney rec 
Aircraft Master Mechanic, shows clu 
Mobil Field Engineer Bill Allman 
how the lan system automati- es 
cally schedules most efficient main- ~~ anc 
tenance by printing instruction cards are 
for each machine. 


























How Pratt & Whitney Aircraft Revolutionized Its Lubrication and Preventive 


Maintenance with Mobil Help. 
Mobil Program of Correct Lubrication 
Protects 12,000 Production Machines 
Built by 400 Different Equipment Builders. 


In 1958, Pratt & Whitney Aircraft, the 
world’s leading designer and manu- 
facturer of jet engines took a bold 
forward step in reducing and con- 
trolling maintenance costs. P&WA 
decided to program into its data proc- 
essing control system all information 
necessary to provide both the sched- 
uling and recording of all maintenance 
operations: what to do, when, where, 
and was it done, who did it, time con- 
sumed, volume of lubricant used, un- 
scheduled calls, and other deviations 
from normal. 


With a total of 12,000 production 
machines built by over 400 different 
equipment manufacturers located in 
three separate plants, this posed a 
gigantic problem requiring detailed 
knowledge of every piece of equip- 
ment. Mobil was the logical source of 
help for specific lubrication applica- 
tion data because of Mobil’s estab- 
lished Equipment Builders Service 
which regularly maintains contact 
with 5,000 machinery builders the 
world over. 


How It Works 


P&WA has computerized the sched- 
uling of all routine machine service 
functions. Automatically scheduled on 
a periodic basis are 90 different routine 
machine service functions totaling 
over 18,000 operations in three plants. 
Examples of these service functions 
are: change coolant, filter coolant, 
change hydraulic system, periodic ma- 
chine inspections, etc. Scheduling by 
computer has released foremen from 
the requirement of manually schedul- 
ing an operation which is too complex 
to be done in this manner. The results 
show not only a substantial reduction 
in labor and material costs, but a 
better job. 

Daily machine maintenance activity 
is collected in the form of punched 
paper tape. From the tape is main- 
tained a complete maintenance history 
record for each machine which in- 
cludes down time, repair costs (labor 
and material) and a complete descrip- 
tion of work done. The repair history 
and machine condition reports which 
are coded and shown on the master 
record are used for considerations of 
machine application, overhaul or re- 


placement. Runoffs by machine type 
and department are used to point up 
problem areas so that the best think- 
ing of both maintenance supervision 
and operating supervision can be 
brought to bear. In addition, reports 
are compiled on starting and comple- 
tion dates, work backlogs in hours, 
employee records and departmental 
performance. 


How Mobil Helped 


For many months Mobil’s technical 
staff worked with P&WA production 
engineers to standardize and simplify 
machine lubrication and hydraulic 
system procedures. For each piece of 
equipment, a master card was pre- 
pared listing parts to be lubricated, 
lubricant used, frequency of re-appli- 
cation, system changes, filter changes 
and personnel responsibility. 


The complexities of analyzing the 
lubricant recommendations of the 400 
manufacturers were simplified by 
Mobil contacts with these builders. 
As a result, the number of lubricants 
was reduced from 44 to 18 with the 
builders’ approval. This was far more 
complicated than the usual “survey,” 
involving frequency, coding, inspec- 
tion and preventive maintenance. Con- 
crete recommendations were made by 
Mobil in these areas. With this specific 
information on hand, P&WA pro- 
grammed these factors into the data 
processing control system. In setting 
up the system, the goals were: 


1 To establish an accurate control of 
work arrangements to facilitate sched- 
uling, to establish completion times. 

2 To reduce unscheduled down time and 
machine part replacement costs from 
lack of adequate lubricants. 

3 To develop accurate follow-up in- 
formation regarding correct use of pre- 
determined lubricants, proper frequen- 
cies maintained, adequacy of filter and 
lubricant change periods. 

4 To spotlight chronic leakers or high 
lubricant make-up units. 

5 To spotlight high maintenance cost 
units. 

6 To identify need for machine design 
improvements as determined by specific 
local uses. 


As a result of careful planning and 
intimate knowledge of all machine 
requirements, an automatic system of 
inspection, lubrication and mainte- 
nance was set up. Mobil preventive 
maintenance methods were adopted 
for all hydraulic and circulating sys- 
tems. Inspections indicated the need 
for filtering circulating oils in place 
every six months. Automatic lubri- 
cators were installed where applicable 
to reduce the more frequent applica- 
tion periods and to conserve lubrica- 
tion personnel time. Troublesome sys- 
tems were carefully cleaned using spe- 
cial Mobil flushing techniques. 


Clinics were conducted for mainte- 
nance, repair and other personnel. 
Special devices were used to permit 
quick connection of couplings to port- 
able filters; high-volume pumps re- 
duced time in changing reservoirs; 
improved grease-gun loading equip- 
ment was adopted. A definite leakage 
control program was adopted to bal- 
ance lubricant cost against leakage. 
Steps were also taken to correct in- 
dividual problems that consume exces- 
sive personnel time. 

The system works. Today, three 
years later, the impressive benefits on 
the opposite page have been chalked 
up. The reduction in maintenance 
costs over this period totals several 
hundred thousands of dollars. 

Three important conclusions can 
be drawn from this work: 

1 The outstanding success of this 
achievement reflects the progressive 
Pratt & Whitney attitude that has led 
to distinguished accomplishment in 
many technical fields. 

2 Mobil, with the largest and most 
experienced technical lubrication staff, 
is best equipped with the engineering 
manpower necessary to help custom- 
ers do this kind of a pioneering job. 

3 Properly programmed, data proc- 
essing control offers tremendous pos- 
sibilities for cost reduction in indus- 
trial lubrication and maintenance. 


IF YOU HAVE 
COMPUTER TIME AVAILABLE...AND 
A PLANT OR FLEET THAT COSTS 
TOO MUCH FOR MAINTENANCE... 
IT WILL PAY YOU TO CONSULT MOBIL. 








G. Kibby Munson 


Roberts & McInnis, Washington, D. C. 





An 
Income 


Tax 
Whodunit 


THE PROBLEM was to prove that the 
holders of the equity in the predecessor 
corporation were also the holders of the 
equity in the successor corporation after 
the termination of bankruptcy proceed- 
ings and the acquisition of the assets of 
the bankrupt by the newly organized suc- 
cessor corporation. In that event the suc- 
cessor corporation, the Texas City Ter- 
minal Railway Company, would be 
entitled, under the applicable provisions 
of the Internal Revenue Code, to use the 
cost basis of its predecessor for that cor- 
poration’s property acquired in the re- 
organization, instead of a direct cost 
basis less than half as great. 

The task at first appeared to be impos- 
sible, because most of the records of the 
Texas City Terminal Railway Company, 
including such records as it had acquired 
from its bankrupt predecessor, had been 
destroyed by the explosion and fire at 
Texas City, Texas, in 1947. In addition, 
most of the individuals who were inti- 
mately connected with the predecessor 
and with the organization of the Texas 
City Terminal Railway Company, includ- 
ing Augustus Peabody who had been 
most active in the whole matter, were 
dead. The Houston attorney who handled 
the 1920 bankruptcy proceedings in the 
court at Galveston was dead and none of 
his files could be found. The bank in 
Chicago which had been trustee under 
the mortgage of the predecessor corpora- 
tion had been liquidated in the 1930's 
and its records could not be located. The 


Interesting detective stories are not limited to the popular 
whodunits. Sometimes the efforts expended in proving up 
a tax case in real life will involve a detective story that is as 
fascinating as any to be found in fiction. A case in point 
was the tax case decided by the United States Court of 
Claims in the Texas City Terminal Railway Company v. 
the United States on June 5, 1957, reported in 152 Fed. 
Supp. 227. The Court decision recites the story of a corpo- 
rate reorganization, out of which a new railroad company 
emerged in January of 1921. How the 40-year-old facts 
were obtained and proved is the subject of this article. 


Chicago investment banking partnership 
of Peabody, Houghteling & Co., which 
had financed the predecessor corporation 
and had sold its securities, was liquidated 
in the early 1920's and its records were 
gone. Finally, the Interstate Commerce 
Commission, in authorizing the issuance 
of securities by the Texas City Terminal 
Railway Company in July 1921 (70 LC.C. 
244), had made a mistake in its recital 
of the securities of the predecessor, 
which, if true, would have made imposst- 
ble any proof that a tax-free reorganiza- 
tion had taken place. 

The predecessor corporation was the 
Texas City Transportation Company, 
which had owned a line of railroad ex- 
tending from Texas City, Texas, to con- 
nections with four trunk line railroads. Its 
railroad, which had been acquired from 
a prior owner in 1904, was leased to a 
wholly owned subsidiary for operation. 
On November 1, 1909 it had issued $2 
million of serial mortgage bonds, but 
traffic had fallen off due to the diversion 
of traffic during World War I, and it had 
paid no interest and had met no serial 
maturities beginning with the November 
1, 1915 payment date. In 1920, bank- 
ruptcy proceedings were filed in the Dis- 
trict Court of Galveston County, Texas. 

The railroad properties of the predeces- 
sor corporation were sold at a bankruptcy 
sale in August 1920, to an individual 
named Augustus Peabody, representing 
Peabody, Houghteling & Co., the invest- 
ment bankers who had sold the 1909 
bond issue and had financed the railroad 
and the first lien mortgage bondholders. 
His bid, in substance, was $50,000 cash 
subject to the first lien mortgage bonds 
and accrued interest. Thereafter, early in 
1921, he transferred those assets to the 
taxpayer, the Texas City Terminal Rail- 
way Company, in exchange for all its 
common stock, except directors’ qualify- 
ing shares. At the same time the Texas 
City Terminal Railway Company issued 
its first mortgage bonds in a face amount 


equal to the face amount plus accrued 
interest of the predecessor's first lien 
mortgage bonds, in exchange therefor. 

The years involved in the tax case were 
1945 and 1946. However, the explosion 
and fire at Texas City in 1947, which had 
destroyed most of the company’s records, 
had also destroyed most of the company’s 
property located at Texas City. To the 
extent that property destroyed had been 
acquired from the predecessor corpora- 
tion in the 1920-21 reorganization, cer- 
tain income tax liabilities for 1947 would 
be controlled by the 1945 and 1946 case. 

Back in 1921 the taxpayer, the Texas 
City Terminal Railway Company, enteree 
the property which it had acquired 
through the bankruptcy proceeding on its 
books at its predecessor’s cost of $5,459,- 
285.80, including some minor adjust- 
ments. It used that basis in its 1921 tax 
return, a photostatic copy of which was 
procured from the Internal Revenue Serv- 
ice. The revenue agent in 1926, in his 
report for 1921, however, had reduced 
that figure to $2,547,261.66 as the tax- 
payer’s direct cost of acquiring its railway 
property, through cash expenditures plus 
the principal amount of securities issued 
by the taxpayer. Thus, the Texas City 
Terminal Railway Company had failed to 
establish its right to its predecessor’s cost 
basis in its first tax year, 1921, but had 
not litigated the question. However, for 
the years 1945 and 1946, the Texas City 
Terminal Railway Company again sought 
to use its predecessor's cost basis in re- 
fund claims which it filed. Those refund 
claims were denied by the Commissioner 
of Internal Revenue upon the same 
grounds as the 1921 contention had been 
denied, and the taxpayer then filed suit 
in the United States Court of Claims just 
before the Statute of Limitations had run. 
At that point the attempt to obtain evi- 
dence, acceptable in court, reconstructing 
what had occurred in the years 1915 
through 1921, was accelerated. 

The first step in the investigation was 
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« visit the Court House in Galveston, 
Texas, and to obtain all the formal plead- 
ags in the bankruptcy proceeding involv- 
ing the predecessor corporation back in 
(920. Some of them were missing, but a 
ingle paragraph in an amended petition 
fled in the proceeding disclosed that un- 
named holders of certain past-due serial 
frst mortgage bonds and interest coupons 
had held a second lien position subordi- 
nate to the other bondholders under the 
frst mortgage. In other words, they had 
held the position next junior to the first 
lien mortgage bondholders but their 
identities were not disclosed in the plead- 


ing. 
Next, a Chicago office copy of an audit 
made by Price, Waterhouse & Company 
of the financial dealings between Pea- 
body, Houghteling & Co. and the Texas 
City Terminal Railway Company's pred- 
eessor covering the period 1912 to 1920, 
inclusive, was located. That audit showed 
that Peabody, Houghteling & Co. had 
bought $150,000 face amount of the 
serial bonds coming due on November 1, 
(915 and November 1, 1916, plus all the 
interest coupons falling due on five semi- 
annual interest payment dates, as they 
were presented for payment, and had 
then agreed with the predecessor corpora- 
tion to extend the date of payment 
thereof. A copy of the mortgage under 
which those bonds had been issued was 
located in old warehoused securities is- 
wance files of the Interstate Commerce 
Commission in Washington, D. C., for 
the year 1921, and it was observed that 
the mortgage contained a provision that 
if any bondholder agreed with the issuer 
to extend the time of payment of a bond 
or of interest thereon when due, without 
the prior written consent of the holders 
of at least three-quarters of the bonds 
outstanding, the extended bonds and in- 
terest coupons would take a subordinated 
second lien position under the first mort- 
gage. Thus, by virtue of the time ex- 
tension without the prior consent of the 
other bondholders, the bonds and interest 
coupons acquired by Peabody, Houghtel- 
ing & Co. when due had taken a second 
lien position under the first mortgage. 

There were still gaps in the proof to 
be filled in, and questions to be answered. 
It was learned that a man was still living 
who had been active as an officer of the 
predecessor, the Texas City Transporta- 
tion Company, had participated in the 
bankruptcy proceedings, and had been 
an officer and director of the successor, 
the Texas City Terminal Railway Com- 





ing. An interview with him disclosed that 
he had been in Europe for a considerable 
period after the United States entered 
World War I and well into 1920. Con- 
sequently what he could testify to was of 
little or no help. He remembered, how- 
ever, the name of a man who had been 
the principal accountant for Peabody, 
Houghteling & Co. and who had sub- 
sequently worked in San Francisco. 
Through the efforts of a San Francisco 
director of the Atchison, Topeka and 
Santa Fe Railway Company, a part owner 
of stock of the taxpayer, the man was 
located living in retirement near San 
Francisco. From him it was learned for 
the first time that prior to and in the early 
years of World War I the partnership, 
Peabody, Houghteling & Co., had ad- 
vanced large sums of money to the pred- 
ecessor corporation, the Texas City Trans- 
portation Company, and that by 1918 
the partnership needed additional capital. 
Consequently, the partnership had or- 
ganized a corporation under the same 
name, Peabody, Houghteling & Co., and 
had transferred to it the partnership's 
goodwill and investment banking busi- 
ness. The problem then became one of 
unraveling and separating the activities 
and investments of the partnership and of 
the corporation of the same name, more 
than 30 years after the creation of the 
corporation. The problem was not made 
easier by the fact that the side-by-side 
existence of two entities, a partnership 
and a corporation, with identical names, 
had not been disclosed to the public. 
This man also stated that he had been 
an accountant for the corporate entity but 
not for the partnership and, consequently, 
could not testify as to what had happened 
to the matured bonds and interest cou- 
pons which the partnership had acquired 


Texas City Transportation Co. 
(Prior to foreclosure sale) 





COMMON 
STOCK 
$2,500,000 





Preferred Stock $300,000 





Loans and Bills 
Payable 
$673,051.06 





Unsecured Gold notes 
$600,000 











from the Texas City Transportation Com- 
pany and had agreed to subordinate. 
However, he supplied the names of sev- 
eral men in and around Chicago who, as 
young men, had had some contact with 
the partnership of Peabody, Houghteling 
& Co. Through one of them, a lawyer, 
who had been attorney for both the part- 
nership and later the corporation, was 
located in California where he was liv- 
ing in retirement. His testimony was 
taken before a Commissioner of the Court 
of Claims in San Francisco. As a result 
of his testimony and with the help of 
additional information supplied by a 
nephew of Augustus Peabody who was 
living in Washington, D. C., records on 
file in the Probate Court of the County of 
Cook, State of Illinois, were located in 
the matter of the Estate of William R. 
Stirling, a deceased partner of Peabody, 
Houghteling & Co., who died in 1918 
and whose estate was still being admin- 
istered through 1921. 

Those records, which included inven- 
tories of partnership assets and agree- 
ments between the Stirling heirs and the 
remaining partners for their liquidation 
and distribution or reinvestment, to- 
gether with records obtained from the 
First Trust and Savings Bank of Chicago, 
Illinois, which had acted as administrator 
of the Estate of William R. Stirling, es- 
tablished that (1) the partnership of Pea- 
body, Houghteling & Co. had retained 
through the bankruptcy proceeding the 
subordinated bonds and interest coupons 
of the predecessor which had acquired a 
second lien position under the old mort- 
gage; (2) that those second lien obliga- 
tions had been surrendered for the stock 
of the taxpayer, the Texas City Terminal 
Railway Company; (3) that all the stock, 
except for directors’ qualifying shares, 


TEXAS CITY 
TERMINAL RAILWAY 
COMPANY 


Graph Showing Continuity of Equity Interest 
in Predecessor and in Plaintiff, Texas 
City Terminal Railway Company 


Texas City Terminal 
Railway Company 



































pany, and that he was also a member of Subordinated Ist Mtge. sail 
Peabody, Houghteling & Co. He had an pee epiptinp angen Capital Stock — $500,000 
Ty? 6/11/20 $494,208.05 
ofice in New York and a summer home 
on Cape Cod. Repeated attempts to see ea ear ee awe seg 
him failed for nearly a year, but in Feb- gage bonds and coupons mere $1,945,846.34 
tuary 1953 he was called upon in his plus interest to June 11, > of Ist mortgage 
2, 0 : 1920 June 11, 1920 bonds 
penthouse office reached by a catwalk ep deneinth to 
atop the roof of a New York office build- iamancisiaisls Jan. 26, 1921 
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Ae had been issued to Augustus Peabody, a 
. member of the partnership, who had held 
title thereto for the partners; (4) that 
that stock had then been transferred to 
a Canadian corporation, wholly owned by 
the partnership, which continued to hold 
title for the partners; and (5) that title 
to the stock remained in the Canadian | 
corporation (whose name had been 
changed in the meantime) until the 













































& NEW JERSEY stock of the Texas City Terminal Rail. ] S 
e | oo way Company was sold in equal shares to 
a oe three of the four trunk line railroad con. 


nections in 1926. 


& : The facts, as gathered, were pieced 

os together and incorporated into a stipula- 

NEWARK tion which was supplemented by some 

The CTT y testimony. Additional testimony was given 

by an accounting witness to the effect that 
is 


he had allocated to various Interstate 
Commerce Commission primary accounts 
a portions of the single sum investment 

figure on the books of the predecessor, 
with minor adjustments, in the same pro- 
| portion as that Commission had set up 
BR cost of reproduction new among those 


Hi EERE EE rt tre THE NATIONAL same primary accounts as of June 30, 
fr 











H 
| PERE rere re 1917. That single sum investment figure 
The BA NK ' | ABBEET | STATE BANK . had been corroborated by reference to a 
ip treane OF NEWARK report filed by the predecessor with the 
ee i Texas Railroad Commission for the pe- 


riod ending August 20, 1920. The 
amounts thus set up were then adjusted 
for net annual changes in the property 
for additions and retirements through the 
receivership of the predecessor corpora- 
tion to the date of organization of the | 
Texas City Terminal Railway Company | 
on January 13, 1921, and then down to 


The New Jersey “know how” that comes December 31, 1945, the last day of the 
from years of serving the banking and growth year preceding the first of the two years 


involved in the tax case. 

The Court of Claims, on the basis of 
the facts so obtained and incorporated in | 
It is as valuable, in its way, as the bank’s a stipulation and developed in some ad- e 
ditional testimony, held that the interest 
of the stockholders of the predecessor 
a corporation and of all creditors junior to 
ability to serve and counsel. the holders of the subordinated second 


National State Bank of Newark, with a 149-year lien bonds and interest coupons had been 


pny aie sd wiped out through bankruptcy, so that 
tradition of knowing and growing with the equity had devolved upon the Ere 


Sis ae 
needs of the State’s businesses is a banking “plus” 
that can be found only in New Jersey. 


resources of money and manpower, for it adds the 
extra dimension of insight to the bank’s 


New Jersey, serves the varied banking needs of of the subordinated second lien obliga- 
Metropolitan Newark, the nation’s fourth tions, namely, Peabody, Houghteling & 
ranking industrial area, and of business and Co., the partnership. The Court further 


industry throughout New Jersey. held that since the partnership had ob- 





tained the stock of the successor corpora- l 
tion in exchange for those obligations in f 
22 banking offices serving New Jersey transferring the predecessor's railroad t 
| assets to the taxpayer, a tax-free reor- 
ganization had occurred in 1920-21. r 
Therefore, it was held that the Texas City t 
Terminal Railway Company was entitled a 
The ESTABLISHED 1812 to use the much higher cost basis of its 
predecessor for depreciation of the prop- J 
NATIONAL STATE BANK erty acquired in the reorganization ig as I 
the basis for determining gain or loss f 
OF NEWARK upon sale or retirement, = claimed. I 
810 Broad St., Newark 1, N.J. Needless to say, this story which took 1 
Member Federal Deposit Insurance Corporation four years to piece together has been con- 





a | 





siderably simplified in the telling. 
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100 MILLISECONDS IN OR OUT 





New RCA 301 Fast Random Access System 
with 3 Features Management seeks 








Utilizing the new Data Disc File, the RCA 301 is a 
fast random access system delivering all the advan- 
tages of on-line data operations—continuously cur- 
rent file maintenance, instantaneous file reference, 
timely management reporting—at millisecond speeds 
and exceptionally low total system costs. 


Data Disc Files may be selected in increments of 22 
million characters to provide large storage capacity 
for master files and related records. Transactions 
may be posted, or file records looked up, in as few as 
10 milliseconds . . .in an average access time of 100 ms. 


These features add up to the most capable random 


HIGH SPEED 
LOW COST 
LARGE CAPACITY 





access processing in this price class, affording sub- 
stantial savings on most random access jobs. 


In planning your next move in electronic data 
processing, it will pay you to investigate the 
many innovations and economies offered by RCA. 
Write RCA ELECTRONIC DATA PROCESSING, 


Camden 8, New Jersey. 


a 
The Most Trusted Name in Electronics 
® RADIO CORPORATION OF AMERICA 





















How to turn business 


hindsight into foresight 


rane by the proper use 


ene of budgets. 


Management 
Uses of 
wt Accounting 


| Planning and Control! for Profit 
By RALPH F. LEWIS 


General Partner, Arthur Young & Co. 


“The true image, of the accounting 
function as it is visualized in big busi- 
ness.” —Louts H. Piiié, President, Amer- 
ican Institute of Certified Public Ac- 
countants. 


$3.95 at your bookstore or from 
HARPER & BROTHERS, N. Y. 16 




















COST SAVINGS WITHOUT INVESTMENT 
IN AN INTERNAL SYSTEMS STAFF! 
Let us show you how our management con- 
sultants can help you in data-processing, 
mechanization, inventory control, organi- 
zation problems, at re asonable rates. There 
is no obligation for initial consultation. 
SYSTEM DEVELOPMENT ASSOCIATES 
516 Fifth Avenue, N.Y.C. 36 














FINANCIAL EXECUTIVE 
OPENINGS 


FINANCIAL OFFICER . . .$30,000 
Soft Goods experience 
CONTROLLER .......... $20,000 
Metal Fabrication bkgd. 
TREASURER .......... $18,000 
Know Data processing 

COST MANAGER ....... $12,000 


Electronic exp. 
Submit detailed résumé in confidence 
on above positions to: 


D. J. LaFlaur 


PERSONNEL ........... $11,000 


Labor Relation exp. 
CHIEF ACCOUNTANT . .$10,000 


Data Proc. exp. Growth Company 
SYSTEMS and PROCEDURES 
ANALYSTS ........... $13,000 
Hvy. exp. Cost System 
CONTROLLER .......... $15,000 
Metal Mfg. exp. 
Submit detailed résumé in confidence 
on above positions to: 


James P. O’Malley 


CADILLAC 
ASSOCIATES, INC.* 
29 East Madison Chicago 2, Ill. 
FInancial 6-9400 


“Where more Executives find their posi- 
tions than anywhere else in the world’ 
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OF TAXATION* 


THE 
By Louis Eisenstein 


IDEOLOGIES 


The first Eisenstein writing to come to 
my attention was “Some Iconoclastic Re- 
flections on Tax Administration’ which 
appeared in the Harvard Law Review for 
April 1945. The most recent is The Ideol- 
ogies of Taxation some 16 years later. In 
his choice of titles, Mr. Eisenstein seems 
to have a predilection for horrible words 
beginning with “i”! 

That is not all these two writings have 
in common. They are both about taxes, 
both are cynical—sarcastic is perhaps the 
correct word—and both clearly and force- 
fully written. I thought so well of the 
Reflections that I obtained a reprint which 
is now dog-eared through having been 
thrust upon numerous colleagues whom I 
have thought needed a dose of cynicism. 
It is interesting to note that the term 
“loopholes’’ to describe certain anomalies 
in the tax law was used in the earlier ar- 
ticle. By now, thanks to Surrey et al., such 
use has become quite common, but in 
1945 it was unusual. 

The book, as might be suspected from 
its style, is apparently an expansion of 
lectures delivered at Northwestern Uni- 
versity. Its key is contained in the first 
chapter where the author says: “I have 
been pursuing the thought that our tax 
laws reflect the fiscal aspirations of classes 
or groups.’ He defines classes or groups. 
These seem to consist of people who have 
common economic interests which they 
assert (e.g., the producers of oil, growers 
of timber, operators in the Western Hem- 
isphere) and those who are voluntarily 
given special treatment by the lawmakers 
(e.g., elderly persons, married people). 

The fiscal aspirations of each of these 
groups, particularly in the area of taxa- 
tion, are embodied in a form of philos- 
ophy designed to justify their active aims 
or passive benefits. It is apparently much 
too crude for any group to assert that it 
wishes to pay less taxes. A philosophy 
must be established which makes these 
ends desirable in equity, in the national 


* Published by Ronald Press Company, 15 
East 26th Street, New York 10, N. Y. $5.00. 


interest, or for some equally laudable pur. 
pose. A great deal of Mr. Eisenstein’s 
book is devoted to an analysis of these 
claims and assertions and he shows by 
dozens of examples how absurd most of 
them are and how they wilt in the bright 
light of logic. Of course, this type of ab. 
surdity is a basic human frailty. It is not 
confined to the field of taxation. People 
have a natural inclination to work back. 
wards from what they wish to do to the 
pious justifications which they finally as. 
sert were the reasons for the action in the 
first place. Furthermore, we can and do 
unsmilingly produce some appalling non 
sequiturs in the process. This, I repeat, is 
not confined to the matter of taxes but 
can be found, for example, in the justi- 
fication for dentists’ insignia on auto 


plates. The dentist is a doctor, doctors ° 


use auto insignia ; therefore dentists should 
display them. The answer is wrong be- 
cause the premise—that doctors use them 
because they are doctors—is wrong. They 
use them because their cars may be justi- 
fiably parked in prohibited places—which 
is not true of dentists. 

The author deals with three major tax- 
Pare gee groups: those whose approach 
is based on ability to pay the taxes, those 
who are concerned with the problems 
(other than pecuniary) caused by a given 
aspect of taxation, and, finally, those 
whose view is conditioned primarily by 
what they choose to describe as equity. 
Each of these groups is treated with a 
measure of cynicism which, in view of 
the examples of their antics, is easy to 
endorse. 

In his—I was about to say attack on— 
description of the first group the writer 
quickly leans on Plato, the Founding 
Fathers, and the 1894 Congress. The last 
of these imposed a two per cent income 
tax which was regarded as rankly dis- 
criminatory because it granted a $4,000 
exemption—which resulted in the exclu- 
sion of 98 per cent of the population. In 
these days it is astonishing to read that 
this tax was regarded as ‘“‘communistic in 
its purposes and tendencies.” It is even 
startling to know that communism was 
regarded as reprehensible before the Oc- 
tober Revolution. This matter of the 
$4,000 exemption, however, was actually 
more a problem of equity than of ability. 
No one seemed to question the ability of 
those with over $4,000 to pay a two per 
cent tax on the excess, though they may 
have questioned the equity of a tax which 
side-stepped all by two per cent of the 
people. 

Mr. Eisenstein explores the connection 
between ability and equality. This is em- 
bodied in the simple question as to whether 
twice the income should yield twice the 
tax or more than that. It thus involves the 
justification for graduated rates and the 
now-quaint theory that different incomes 
should have the same ratio after tax as 
before. All this emphasizes the difficulty 
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of seperating considerations of ability 
from those of equity, but to the extent 
that ability has been recognized in the 
tax law it has to the same extent aban- 
doned equality. Perhaps this thought could 
be stated in another form—that the equal- 
ity of such departures produces inequality 
of taxes. Thus the fact that “‘all’’ persons 
get an exemption of $X may be an equal- 
ity of exemptions, but “all” persons be- 
low $X pay no tax whatever—which is 
certainly not tax equality. 

The idea of equality, of course, can be 
broad or narrow. It can mean that all in- 
come should be taxed at the same rate or 
merely that all income of a certain kind 
should be taxed at the same rate. This 
may involve the question of ability if, 
for example, it is believed that the per- 
son with a given income from securities 
has a greater ability to pay than one with 
the same income from the sweat of his 
brow. Such a theory may be supported by 
the argument that the wage earner needs 
to save for the time when he can no 
longer work, while the investor has dis- 
posed of that problem—thus increasing 
his ability to pay. Mr. Eisenstein points 
out that the law has now eaten into these 
theories of equality through a wide vari- 
ety of exemptions and special dispensa- 
tions so that there can be no pretense of 
its survival. One example concludes with 
a good example of the author's style. Re- 
lief, which was originally justified be- 
cause some coal lessors were built into 
unfortunate long-term contracts, was be- 
ing given to lessors under no such disad- 
vantage. We quote: 





Congress was unwilling to indulge in 
complex distinctions between one coal les- 
sor and another. By helping all of them 
without discrimination, it avoided the need 
of writing an elaborate statute. Simplicity 
should not be deplored. 

(Continued on next page) 





REVIEWED BY 





WILFRED GODFREY 


treasurer, Keystone Custodian 
Funds, Inc., Boston, Mass., who has 
been a member of the CIA Federal 
Taxation Committee since 1947. 
He served as a member of the Com- 
mittee’s Advisory Panel for 11 
years and as chairman, 1953-1954. 
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Child’s play 


Any person who knows basic arithmetic—even a school child—can 
quickly master the operation of the Friden calculator. The reason? 
Unlike other machines, the Friden has a separate multiplier keyboard. 
One number goes on the main keyboard, the other on the multiplier 
keyboard. A control key is touched, the answer appears. 


Because this exclusive system duplicates the natural meir.od - f solving 
arithmetic problems, operators learn the machine more quickty, oper- 
ate it more rapidly, make fewer errors. 


The multiplier keyboard is just one unique feature of the Friden. 
Actually, it performs more figurework steps without operator deci- 
sions than any other calculator. (The Friden is aptly called, “The 
Thinking Machine of American Business.” ) Your local Friden Man 
will gladly demonstrate. Or write: Friden, Inc., San Leandro, Calif. 


THIS IS PRACTIMATION: automation so hand-in-hand with 
practicality there can be no other word for it. 


© 1961 FRIDEN, INC. 





SALES. SERVICE AND INSTRUCTION 
THROUGHOUT THE VU. S. AND WORLD 
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Book Review (Continued from page 555) 


When treating the corporate form as a 
type of special dispensation, Mr. Eisen- 
stein admits the existence of a disincen- 
tive in the form of section 102—its new, 
1954 Code number can never be remem- 
bered by those who lived in the days of 
Trico. He states that this penalty is ‘‘as 
effective as Prohibition’”’ and that few are 
attentive to it. I believe his further state- 
ment that even after paying the penalty 
tax one might still be ahead has much 
more validity. There may be a good deal 
of avoidance by the accumulation route 
but I think there is a good deal of worry, 
often quite unjustified, on the part of the 
accumulators. 





controllers 


1 “Six Ways To Cut Costs and 
Which | !mprove Your Business Insurance’’ 
of these 


did you 


2 “How To Update Your 
Workmen's Compensation Coverage”’ 


miss? 3 “How the True Insurance 
Consulting Firm Serves Business 
Today”’ 





SEND FOR YOUR COPIES TODAY 
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fobn Liner ASSOCIATES, INC. 


INTERNATIONAL INSURANCE ADVISORS 
26 Newton Street * Weston, Mass. 
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The author’s second group, those who 
are concerned about the unfortunate ef- 
fects of taxation on one deserving class 
or another, is described at considerable 
length. There is the brake on incentives 
group, those worried about the interfer- 
ence with savings, particularly to the ex- 
tent it produces a shortage of capital, the 
diversion of investment into less risky 
ventures—and so on. The last and natu- 
rally the most exhaustively reviewed of 
all these groups is that which demands 
the right to reduce its taxable income by 
imaginary costs. 

So much has been written and said 
about percentage depletion that my in- 
stinctive reaction was ‘No, not again.” 
However, while the writer continues the 
ironic tone customarily used in discussing 
this matter by those not directly involved, 
this chapter (as I am not in the oil, sand, 
gravel, clam shell or oyster shell busi- 
ness) is the best in the book. The reason 
why percentage depletion, which is fanci- 
fully regarded as having been introduced 
to enable the poor wildcatter to drill more 
wells before his inevitable descent into 
bankruptcy, must similarly be granted to 
coal (of which we have an adequate sup- 
ply for 2,000 years) is difficult to deter- 
mine. I repeat, for those not connected 
with the industries in question, the chap- 
ter on “special deductions for imaginary 
costs” is the best in the book. 

Equity, or the notion that equity has 
some connection with the tax law, is the 
subject of another chapter. The fact is 
emphasized that what is equitable de- 
pends on who is involved. The taxation 
of “higher incomes’’ is justifiable—pro- 
vided “higher’’ means higher than yours. 
When yours becomes higher the scheme 
becomes palpably inequitable unless the 
term is redefined. Mr. Eisenstein appears 








DO YOU KNOW THE 7 FACTORS 
THAT CAN CUT THOUSANDS OF 
DOLLARS FROM YOUR OFFICE PAYROLL? 


Now, by means of a simple Checklist, you can use the 7 components of a 
comprehensive clerical work measurement program to pinpoint exactly 
where and how you can make substantial savings (one small company re- 
ported savings of $48,000 annually!)—-and appreciably increase office 


efficiency! 


Prepared by the Frank M. Knox Company, this Checklist will help you 
to spot which office tasks are being performed economically and which are 
driving your office costs up. You'll see how to evaluate productive vs. non- 
appraise labor 
. and justify machine and forms utilization. What 
is more, you will discover a firm basis for continuing effective and eco- 


productive time... 
cost-per-unit work . . 


nomical office operations. 


To learn how you can produce office cost savings quicker and more 
effectively than any other way (be it computers, new systems, etc.), send 
for your free copy of Clerical Work Measurement. No obligation, of course. 


The Frank M. Knox Company, Inc. 
Management Consultants 


60 East 42nd Street 
New York 17, New York 


forecasting requirements . . . find 


1405 East 6th Street 
Cleveland 14, Ohio 














to regard the income-splitting provision 
as a dubious and inequitable device. At 
times equity is a matter of degree and any 
arrangement may have the virtue of being 
closer to equity than the theory it re. 
placed. It would seem that to treat the 
incomes of married people in community 
property states one way and those in other 
states in a much more expensive way 
needed some exploration. When it ap- 
peared that the alleged reason for the 
original treatment was more theoretical 
than real there was probably a lesser de- 
gree of imequity—between those two 
groups—after the change than before. 
The fact that the change may not have 
corrected the relationship between the tax 
on married and single persons does not 
invalidate it. Perhaps it aggravated that 
disparity by expanding it to a greater 
number of people. But while it was not 
intended to cure that ill it did provide an 
important and equitable adjustment as 
between the two married groups. 

There is an old saw to the effect that 
one man’s meat is another man’s poison. 
That is a refrain pervading Mr. Eisen- 
stein’s discussion of loopholes. On the 
one hand we have Mr. Surrey to whom 
most deductions, credits, allowances, and 
differentials are schemes and devices in- 
tended to produce unwarranted benefits 
to one group or another. Mr. Surrey be- 
lieves, doubtless correctly, that a multi- 
plicity of such devices does not assure 
equity and that while Mr. A may have 
his little benefit and, similarly Mr. B, there 
is no certainty that the benefits are equal. 
And, even if they are, what about Mr. C? 
At the other end of the spectrum we have 
the individual or corporation with a bene- 
fit so long and firmly established that it 
has become a vested interest. Surrey has 
sound and logical arguments for the elim- 
ination of special benefits and this could 
broaden the base and lower the tax rate. 
The beneficiaries have the last-ditch, prac- 
tical defense that even if what they have 
is unjust or inequitable or smacks of in- 
fluence or special privilege, the fact is 
they have it and, as a matter of fact, 
“they” have paid for it. The villains, if 
any, were those who obtained the bene- 
fit in the first place and then sold its capi- 
talized value to the present holders. It 
would be manifestly unfair, in these en- 
lightened days, to visit the sins of the 
fathers on the children. Mr. Eisenstein 
enquiries: What is a loophole? and echo 
answers What? The last paragraph of the 
chapter begins with the sentence: “At 
this point I have completed the circle.” 
Quite true. He is right back where he 
started—with the question unanswered. 

One of the problems created by an 
unduly analytical mind is its difficulty in 
arriving at answers. What might have 
been answers get analyzed, too, and so 
they cease to be answers. The last chapter 
in our book is entitled A Restrained Con- 


(Continued on page 558) 
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All business revolves around the American banker 
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that is why bankers are prime targets in a thousand advertising campaigns 


In today’s many faceted business complex, as illustrated 
above, the fact of banker participation is ever present. His 
role in the American economy is unmatched by any other 
segment of the business community, and his influence upon 
the expenditures, plans and financial affairs of individuals 
and corporations makes him a’prime target in every adver- 
tising campaign designed to promote the sale of products 
requiring financing, or to add prestige to a corporate image. 


Banks and bankers also represent a tremendously important 
market for materials, equipment, services, insurance, se- 
curities, etc. in their own right. And by their example and 
counsel they influence the selection and purchase of a myr- 
iad of items ranging from stocks, bonds and automobiles to 
sites for the erection of new manufacturing plants. 


More banks and firms advertise in the AMERICAN BANKER to 
develop better bank relations than in any other medium in 
the country. Reading this newspaper is a regular part of the 
business day for some 60,000 business executives in banks 
that account for more than 93% of the deposits of the banks 
of the United States. No other publication has as large a 
voluntarily paid, unsubsidized circulation among so many 
banks and bankers. 


May we show you how the AMERICAN BANKER can aid your 
promotional plans. ..how it is helping others. 


American Banker 


The Only Daily Banking Newspaper 32 STONE STREET, NEW YORK 4, N.Y. 
It’s the news that makes it different and preferred 








“How AMERICAN APPRAISAL 


unveiled a $9,800,000 


tax phantom”’”’ 
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This experience is typical of the assistance provided 
by American Appraisal service to industry, public 
utilities, commercial enterprises, and institutions. 


A letter to our Home Office will bring immediate, 
interested response. No obligation, of course. 


MERICAN 
PPRAISAL 


SamPAN Y 


Home Office: 525 E. Michigan St., Milwaukee 1, Wisconsin 
Established 1896—World’s Recognized Appraisal Authority 








“One of our manufacturing facilities 
has, recently, presented a potentially 
expensive ad valorem tax problem. 


“It was being carried, on the local 
tax rolls, at a $16,000,000 assessment 
— which had, at one time, been a real- 
istic figure. However, we have been 
engaged in cutting back our operation 
in that area, dismantling buildings, 
and removing equipment, with an eye 
toward eventual clearance of the site, 
to be followed by the creation of a new 
and far more efficient industrial park. 


‘Despite this physical reduction in 
value, we had been unable to reach any 
agreement with the local assessor on an 
equitable reduction in taxable value. 


‘At this impasse, the dollars in- 
volved demanded that we seek relief 
from the Board of Review and, in pre- 
paring our presentation to them, we 
retained American Appraisal, to ex- 
amine our findings with an impartial, 
professional opinion on the current 
value of the facility in question. 


“Their report, supporting our 
valuation of only $6,200,000, was 
readily accepted, without argument, by 
the appeal Board, thus effecting an 
immediate assessment reduction of 
almost $10 million. We must credit 
the professional techniques, documented 
interpretation, and recognized integrity 
of American Appraisal which, in con- 
junction with the efforts of our own 
plant manager and administrative 
personnel, helped bring about this 
valuable readjustment to a fair and 
acceptable tax base.”’ 
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Canadian Appraisal Company, Ltd. 
Montreal and Toronto, Canada. 





| clusion. The adjective is the most valid 
| word. There isn’t any conclusion. The tax 


law consists of a device on top of 4 
scheme, an expedient defended by an 
argument based on nonexistent facts, 4 
theory supported by specious platitudes 
which are not even believed by their 
authors. To approach such a document as 
though it were what its creators said jt 
was is worthy of W. S. Gilbert. Macaulay 
would have said that every schoolboy 
knows that the notion is approved, the 
language drafted and the committee staffs 
are left to write up some reason as to why 
it might conceivably have happened, 
Years later if the relatively plain words 
of the law do not produce the answer 
required by the current philosophy these 
reasons are consulted as the oracle of 
“Congressional intent.” 

A very readable book, lively and some. 
what glittering. It should be required 
reading for the members of the two con- 
gressional tax committees—many of 
whom might regard it as a very quaint 
book. 


PrICE-LEVEL ADJUSTMENTS OF 
FINANCIAL STATEMENTS—AN 
EVALUATION AND CASE STUDY 
OF Two PusLic UTILITY Firms* 


By Eldon S. Hendricksen 


This study presents a discussion of the 
concepts and use of various price indexes 
in the adjustment of financial statements. 


| The financial statements for the period 


1937 to 1956 for two public utility firms 


| are adjusted by the use of six price in- 





dexes and the adjusted data are com- 
pared with the unadjusted statements. 
Particular emphasis is placed on an eval- 
uation of net income, the investment in 
plant and equipment, the rate of return 
on investment, and the effect of holding 
monetary assets and liabilities during pe- 
riods of price changes. 


* Published by Washington State University 
Press, Pullman, Washington. $4.00. 


DEPRECIATION AND REPLACEMENT 
PoLicy* 


Edited by J. L. Meij 


An international symposium—the 
third volume in a series of Studies in 
Industrial Economics—to which eight 
professors from the Netherlands, the 
United States, and the British Common- 
wealth have contributed essays on vati- 
ous phases of the theory and practice of 
depreciation of capital assets. The book 
attempts no final solution of the prob- 
lems involved, but rather represents tts 
editor's hope that it will serve as “a 
stimulus . . . for further analysis.” 


* Published by Quadrangle Books, Inc., 119 
West Lake Street, Chicago 1, Ill. $7.50. 
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SUBTRACT QUANTITY-SOLD FROM BALANCE-ON-HAND. IF BAL- 
ANCE-ON-HAND IS NOT LESS THAN REORDER-LEVEL THEN GO TO 
BALANCE-OK ELSE COMPUTE QUANTITY-TO-BUY = TOTAL-SALES- 
3-MOS/3. 


THE LANGUAGE ABOVE IS COBOL ... COMMON BUSINESS 
ORIENTED LANGUAGE. IT LETS YOU GIVE YOUR IBM COMPUTER 
INSTRUCTIONS WITH WORDS THAT CLOSELY MATCH EVERYDAY 
BUSINESS LANGUAGE. THE BENEFIT -- HOURS, DAYS, WEEKS 
OF TIME SAVED BY ELIMINATING DETAILED MACHINE LANGUAGE 
INSTRUCTIONS LIKE THESE: 


06000 ? 12048 12047 06096 — 12042 
06011 — 12040 06102 “> 12017 12046 
06017 7? 12007 12043 06113 @ 12013 12047 
06028 @ 12002 12047 06124 HR 12042 
06039 C 12047 12049 06130 7 12047 12022 
06050 J 06068 U 06141 * 12043 
06057 “A 12050 12046 06147 % 12012 12047 
06068 H 12040 06158 “S. 12022 12047 
06074 ? 12046 12012 06169 H 12043 
06085 ? 12048 12047 06175 ? 12047 12027 


YOU DESCRIBE YOUR PROBLEM USING THE COBOL LANGUAGE, 
YOUR COMPUTER THEN TRANSLATES THESE STATEMENTS USING A 
PROGRAM CALLED A PROCESSOR. THE COBOL PROCESSOR TAKES 
THE ENGLISH LANGUAGE COMMAND, PREPARES COMPLETE MACHINE 
LANGUAGE INSTRUCTIONS, AND GIVES YOU A READY-TO-RUN PRO- 
GRAM. NOW, YOUR PROGRAMMERS ARE FREE TO CONCENTRATE 
MORE PROFITABLY ON SOLUTIONS TO PROGRAMMING PROBLEMS 
THAT ARE UNIQUE TO YOUR COMPANY. 


IBM'S LONG EXPERIENCE IN BRINGING YOU SUCH PROGRAM- 
MING LANGUAGES AS AUTOCODER, FORTRAN, COMMERCIAL TRANS- 
LATOR, AND IOCS IS NOW BEING APPLIED TO THE PREPARATION 
OF COBOL PROCESSORS FOR THE IBM 1401, 1410, 705, 7O5III, 
709, 7090, 7070, 7072, 7074 AND 7080 DATA PROCESSING SYS- 
TEMS, 


IBM'S COBOL LANGUAGE MEETS THE LATEST SPECIFICATIONS 
SET BY THE FEDERAL GOVERNMENT. 


TO SEE HOW COBOL AND OTHER PROGRAMMING SERVICES CAN 
HELP YOU SAVE TIME AND MONEY, CALL YOUR LOCAL IBM OFFICE, 





IBM. 


DATA PROCESSING 














CONTROLLER 


e CHALLENGE .... . one of the leading Controller positions in the 


area of public employment. 


e RESPONSIBILITY . . . $275,000,000 budget . . . 40,000 em- 
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| Industrial Research 


(Continued from page 532) 


1954 to provide an allowance of a tax 
credit for contributions and other expendi- 


| tures for basic research in science. Ful] 


tax credit for basic research expenditures 
by the Federal Government is tantamount 
to full payment for approved programs, 
If industrial researchers, scientists, and 
industrial research laboratories accept this 
incentive and cooperate in the planning 
and control of industrial research pro- 
grams, the future of the nation certainly 
will be enhanced. It is not to be assumed 
that American industry has no responsi- 


| bility in the spending of public funds ap- 
| propriated for scientific investigations. On 
| the contrary any lack of responsibility by 


a company or industry should be the sub- 
ject of the most severe penalties. In the 
past there has been evidence that on occa- 
sions federal appropriations have produced 
only marginal scientific results because of 
a complete lack of cost consciousness and 
an utter disregard for what is normally 
considered sound, moral business practice 
upon the part of the contractor. 

Research directors who allow the use 
of research funds for the purpose of per- 
mitting members of the scientific com- 


| munity to merely “scratch each others 
| backs” are not only wasting private and 
| public funds but are fostering a genera- 








| tion of pseudo intellectuals. By the same 


token, the corporate controller who at- 
tempts to regulate any R & D expenditures, 
regardless of the source of the capital 
employed, by techniques developed to 
control the cost of manufactured articles 
is equally guilty of deterring scientific ad- 
vancement and destroying the economic 
health of industrial coporations. 

American industry always has and al- 
ways will make a major contribution to 
the scientific advancement of the nation. 
This it will continue to do regardless of 
how the reward can be measured in terms 
of financial, scientific or patriotic satisfac- 
tion. It behooves those responsible for 
the administration of federal funds for 
research and development, however, to 
assure that their efforts to protect taxpayer 
dollars are not in effect mechanisms 
whereby such dollars are not spent in the 
best interests of our American standard 
of living and national security. 

If the United States is to compete sci- 
entifically with the Soviet Union and the 
rest of the world, and if it is to survive as 
4 nation in the atomic age, scientific re- 
search programs must be planned intelli- 
gently and controlled to the extent that 
the results are used prudently. Such a 
course will be vitally mecessary in the 
future to increase our national standard 
of living and to defend this standard of 
living and the lives of our citizens against 
any aggressor. 
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Regulation (Cont. from p. 541) 
FAIR RATE OF RETURN 


Now, as to a fair rate of return. I men- 
tioned earlier that comparable earnings, 
cost of capital and financial safety were 
factors to be considered. Almost univer- 
ally, the commissions have been accord- 
ing greatest weight and the most time 
and attention to cost of capital. This in- 
volves three things: the cost of debt, the 
cst of equity and the proportion of each. 
A weighted answer is unique for any 
company and any given time. 

These items, debt cost, equity cost and 
apital structure, are closely related and 
have an effect on each other. Companies 
with a lower per cent of debt have lower 
debt and lower equity cost. The purpose 
of using both kinds of financing is to 
trike a balance between the mandatory 
but lower cost of bonds and the optional 


n0 way to set this ratio except by the ex- 
perience of the company and other similar 
companies with respect to such things as 
the stability of the company revenue 
sources and acceptance of the company’s 
offerings by people who have money to 
invest. 

We now must decide whether to use 
the embedded cost of debt, or current cost 
of debt, or some combination of the two. 
We can observe the current price being 
paid in the market for bonds for the most 
recent issue of our own company and for 
similar €ompanies to determine current 
cst. In reality, although the considerations 
of the investors in making their market 
judgments may be quite involved, it does 
not appear that there should be as much 
dispute over cost of debt in commission 
hearings as there has been in many in- 
stances. 


COST OF CAPITAL 


The cost of equity capital, or risk capi- 
tal, is often the most controversial issue in 
arate proceeding. This is so because it 
involves the greatest degree of judgment 
on the part of ‘the investor who buys it 
and therefore on the part of the regulator 
who must presume to anticipate the ac- 
tions and reactions of investors. Thus it 
fepresents one of the greatest areas of 
danger and controversy and at the same 
time one of the greatest areas of oppor- 
tunity for the companies and commissions 
to contribute to economical financing and 
ficient operation of the public utilities. 





REDUCE COSTS 

in factory, delivery, office, inventory, returned 
goods, salesmen’s costs, equipment utilization, 
small erders, etc. A thoroughly tested system of 
Managerial Acceznting, Controls, and Ideas 


ful.y described in 
PROFIT ANALYSIS (1953); SUPPLEMENT 
(1956); additional forms, charts and studies; by 
Frederick M. Eisner, C.P.A.; $15 postpaid. 
Charles M. Eisner 


16 Hotel Drive White Plains, New York 
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but higher cost of stock. There is really | 








The facts from which conclusions are 
drawn are earnings, dividends, market 
price and financing costs including under- 
pricing. These are determined for the 
company in question and for comparable 
companies. 

It is sometimes said that whatever the 
company or comparable companies are 
making at present is an appropriate test. 
The argument states that since investors 
are holding or buying stock at this level 
today, they will continue to do so and 
therefore the company will be able to 
raise additional capital. 

As things really are, however, investors 
do not appear to be buying current earn- 
ings—they are buying anticipated earn- 

(Continued on page 576) 
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Developing 
Medium- and Long-Range 
Forecasting 














THE STANLEY WORKS has been forecast- 
ing for about three years. Depending 
upon with whom you compare us, we 
may be “old timers’’ or “neophytes’’ at 
long-range planning and forecasting. In 
our opinion we have a lot to learn but 
we feel reasonably sure that the future 
will find our forecasting becoming stead- 
ily more accurate. We make no claims to 
perfection, and merely submit the proc- 
ess, in hopes that some parts of it will 
be of benefit to you. In evaluating the 
whys and wherefores of what we do, you 
should remember that the Stanley Works 
is made up of ten nearly autonomous 
divisions that vary from hardware, hand 
tools, up to industrial coatings and cold- 
rolled strip steel. In addition, some di- 
visions sell entirely to outside customers 
while other divisions have a captive 
market which varies from a small per- 
centage to as high as 60 per cent. You 
can see why in some cases descriptions 
have to be somewhat general. 

We do two kinds of forecasting—eco- 
nomic or business climate forecasting 
(this will vary by division, and even by 
product somewhat) and sales volume 
forecasting by product lines. Let’s start 
with the economic forecasting. In general 
we 


1. make specific and exact use of the 
leading concurrent and lagging indicators. 
We find these are the best sources of in- 
formation concerning the turning points 
of the general business cycle. 

2. use other economic theories for the 
development of medium- and long-range 
forecasting. 

3. use information we ourselves gather 
concerning distributors’ inventories. These 
data we find affect the incoming orders 
for the next few months. 

4. study the trends of business among 
the ultimate users of our products. 

5. use trade association figures when 
available. 

6. give careful attention to the proper 
“mix” of information for our own busi- 
ness and our own company. Incidentally, 
here is where forecasting becomes an art 
and not a science. 


Now let’s go into even greater detail. 
Let’s go back to the major statistical in- 
dicators we use as recently revised by the 
National Bureau of Economic Research. 


LEADERS 

Average hours worked 
Accession rate (mfg.) 
Layoff rate (mfg.) 
Durable goods new orders 
Housing starts 
Commercial and industrial building awards 
Net new businesses 
Failure liabilities 
Corporate profits (net) 
Common stock prices 
GNP inventory change 


Individual raw material prices 


A. 8 @. 8 4 Hee AUTH OR 





e RAY H. BARTLETT, a2 MIT graduate, 
joined the Stanley Works, New Britain, 
Conn., in 1954 as consultant on the 
president’s staff. In 1956, he became di- 
rector of long-range planning and in- 
stituted the future planning program in 
this company. Previously, he was a vice 
president of MacDonald, Inc., Boston, 
Mass., where he was associated for 16 
years. Mr. Bartlett, a member of the 
American Management Association, pre- 
sented this paper before the Southern 
Connecticut Control of Controllers In- 
stitute of America on April 5, 1961. 


COINCIDENT 
Nonagricultural employment 
Unemployment rate 
Industrial production 

GNP (current dollars) 
GNP (1954 dollars) 

Bank debits outside N.Y.C. 
Personal income 

Retail sales 

Nonfood wholesale prices 





LAGGERS 

Plant & equipment expenditures 
Unit labor cost 

Manufacturing inventories 
Installment credit 

Bank loans interest rate 


Now let’s see how these and other fac. 
tors are applied to the economic forecast 
of the individual divisions. 


Hand Tool Division Indicators* 

Housing starts 

Sales inventory ratio of hardware whole. 
salers (National Wholesale Hardware 
Association ) 

Federal Reserve Board Index of Production 

Retail Hardware Store Sales 


* Indicators are in the order of their 
apparent significance or correlation with 
total industry sales. Whenever possible, 
indicators used are seasonally adjusted. 


Power Tools—Electric and Air Tools 
Federal Reserve Board Index of Production 
Housing starts 

Retail Hardware Store Sales 


Steel Strapping 

Federal Reserve Board Index of Produc- 
tion for such separate segments as 
fabricated metal products, _ textiles, 
paper, lumber, stone, clay and_ glass 
products, the industries in which we 
have our greatest strength. 


Steel Division—(Indicators tentatively es- 
tablished ) 

Federal Reserve Board Index for total 
industrial production as well as Fed- 
eral Reserve Board Index for fabricated 
metal products. 

Correlated with the forecasts of our di- 
visions that purchase steel from our 
Steel Division. 


Hardware Division 
Basic indicators include the following: 
Housing starts 
Contract awards for nonresidential con- 
struction 
Federal Reserve Board Index of Production 
Retail Hardware Store Sales 
Lumber and building materials dealer sales 
Note—The above indicators are corte- 
lated by product line. In other words, 
contract hardware will be correlated with 
(Continued on page 564) 
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specific portions of nonresidential con- 

struction such as construction of offices, 

schools and hospitals. Cabinet hardware, 

on the other hand, is tied in with housing 

starts. 

Drapery Hardware Division 

Housing starts 

Building Specialties Division (prime alu- 
minum windows) 

Housing starts 

Humason Division (stampings, springs 
and screw machine products) 

We have investigated government figures 

on stampings, screw machine products 

and springs to establish growth trends 

for Stanley-Humason. 





A 





THE DISTINGUISHING 








Chemical Division (industrial coatings 
and molded plastics) 

Federal Reserve Board Index of Indus- 
trial Production 


Very broad indicators such as personal 
income, gross national product and others 
have been used at one time or another in 
assessing the outlook for almost all di- 
visions. 

In many instances we have to get “‘be- 
hind the indicators” to forecast the in- 
dicators themselves. For example, we ex- 
amine population figures and household 
formation rates to enable us to forecast 
housing starts. 

We forecast the immediate (12 months) 
climate which is adjusted quarterly and 
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in addition we will issue reports on eo. 
nomic climate factors even more fre. 
quently if we feel there are significant 
trend changes. Each year in preparing the 
long-range plans, our Market Research 
Department will forecast the potential 
total market by years for five years and. 
in most cases, by major product lines, 
Throughout the year they will also pro. 
vide at irregular periods special reports 
such as “The Outlook for Residential 
Housing.” 

Sales forecasting at the Stanley Works 
is done by our divisional marketin 
groups in coordination and with the ad. 
vice and counsel of the divisional sales 
groups. The procedure is basically a part 
of long-range planning and you will see 
this close connection in the steps in our 
method of forecasting sales volumes: 


1. Determine objectives 
a. Volume 
b. Profit 
c. Share of market 
d. Diversification 
e. Use of present facilities 


2. Determine strengths and weak. | 


nesses 
a. Product lines (including ob- 
solescence rates) 
b. Organization 
c. Manufacturing facilities 
d 


. Reputation or brand accept. 


ance 


3. Choose areas in present line for | 


concentration 


> 


products 
5. Compute, in general terms, the 
need for additional /7mes of prod- 
uct 
a. To make 
b. To buy 
6. Collect all new product ideas pres- 
ently available 
a. Engineering Dept. 
b. Salesmen 
c. Marketing and sales staffs 
d. Customers 
7. Evaluate new product and new 
product line ideas 
a. Market and product research 
(if necessary ) 
b. Marketing staff evaluation 
c. General and sales manage- 
ment approval 
8. Recommend new product specifica- 
tions 
9. Outline a long-range product plan 
by years (five years) 
a. Seasonal promotions 
(Continued on page 566) 
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| Forecasting (Continued from page 564) 


























































| b. New product introductions 
10. Compute long-range forecast 
a. Present lines considering fol. 
lowing factors: 
(1) Past sales experience 
(2) Obsolescence rate 
(3) Strength of competi- 
tion 
(4) Economic forecast 
b. New product lines consider- 
| ing following factors: 
| (1) Strength of competi- 
tion 
(2) Distinctiveness of 
product 
(3) Completeness of pro- 
motion 
(4) Market potential as 
determined by com- 
mercial research or di- 
vision marketing dept. 
(5) Pricing 
(6) Actual sales of a re- 
lated product if there 
is a relationship 
Each product and/or product group 
would then be forecast in units and ex- 
tended in dollars for five years. 
11. Schedule on annual promotion plan 
a. Seasonal promotion 
b. New products 
| 12. Detailing the annual forecast in- 
| cludes the following: 
| a. Revaluation of long-range 
program 
b. Seasonal factors are applied 
to get quarterly unit quantity 
c. Lines affected by our new 
products are reduced accord- 
ingly 
d. Lines affected by competitive 
| products are reduced accord- 
| ingly 
| e. Special promotions and their 
effect on forecast are applied 
in the annual forecast 
Planned’ paperwork doesn’t begin in the office where source records | a ae Bu Ue 
are translated into more complex documents. Instead, it begins where | product lines (one year) 
source data are created—on the factory floor, at the retail counter, | — a -poceacis 
. Competitive study 8) 
in a sales office. It begins by collecting source data in such a way Pricing m 
that subsequent processing is made simpler and produces more in- a — 7 
ackagi 
formation for management. Only Standard Register offers all major eit sn required 
methods of capturing data right at the source. Check into these vari- | 
ous methods. What may now be a neglected area in your paperwork 


. Features 
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. Announcement dates 
Display a 
National advertising ; 
. Forecast N 


Ro Soe he an oP 


| But this isn’t all, we then— 


STANDARD REGISTER | Review long-range marketing plan an- " 
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THIS NCR SYSTEM pays for itself in less than one year. 


LESTER E. BOND, CONTROLLER of 
Vinson Manufacturing Company. 


“Our NCR Accounting System 


saves us °8,000 a year... 


pays for itself every 10 months!” 


—Vinson Manufacturing Co., Inc., Van Nuys, Calif. 


“Our NCR Accounting System 
gives us greater efficiency, furnishes 
management with more up-to-date 
information, and helps us increase 
profits. Herejs how our NCR System 
has done this and more. 

“Payroll, accounts payable, and 
other general accounting functions, 
which previously were tediously 
hand prepared, are now quickly 
handled by our System. With our 
NCR, we can prepare reports and 
obtain factual information more 
easily and readily than ever before. 

“Figures show that our NCR Ac- 


counting System saves us $8,500 a 
year, paying for itself every 10 
months. But we can’t measure in 
dollars and cents many intangible 
returns, such as neatness, less em- 
ployee tension, etc., that are auto- 
matic by-products of the System. We 
are tremendously pleased with our 
NCR System.” 


ig a 


Lester E. Bond 
Controller 
Vinson Manufacturing Co., Inc. 


NCR GOES ALL THE WAY FROM ORIGINAL ENTRIES TO FINAL REPORTS 


THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio 
1,039 OFFICES IN 121 COUNTRIES * 77 YEARS OF HELPING BUSINESS SAVE MONEY 


EXTERIOR of Vinson 
Manufacturing Company. 





THIS CONCERN manufactures hy- 
draulic and pneumatic valves. 





Your business, too, can benefit from the 
many time- and money-saving features 
of an NCR System. NCR Systems pay 
for themselves quickly through savings, 
then continue to return you an extra 
regular yearly profit. The NCR world- 
wide service organization will help 
protect this profit. Ask us about the 
National Maintenance Plan. 

(See the yellow pages of your 


phone book.) 
S TRAGEMARK-——-8ES. U.S, PAT. OFF. 


NOR rata 


ACCOUNTING MACHINES 
ADDING MACHINES © CASH REGISTERS 
| ELECTRONIC DATA PROCESSING 
, NCR PAPER (NO CARBON REQUIRED) 
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The emergence of American-owned 
global companies, maintaining corporate 
citizenship in many countries, presents 
problems in international community re- 
lations. Problems of language, different 
cultures, varying levels of literacy and 
psychological reactions to circumstances 
are among the many complex factors 
which distinguish the international audi- 
ence. 

Any company contemplating a sub- 
stantial foreign investment should incor- 
porate in its over-all planning for each 
country measures to insure foreign ap- 
proval, says the National Foreign Trade 





Community Relations in a Host Country 


Council. 

Specific objectives of such plans would 
seek to earn the understanding and ac- 
ceptance of the host community; to pro- 
mote wider understanding of the ways in 
which the company serves the commu- 
nity interests; and to identify the com- 
pany as a responsible citizen of the host 
community, worthy of the community's 
respect and confidence. 

NFTC cites various techniques that 
may be employed in dealing with com- 
munity opinions. These include: 


1. The personal activities of the senior 





TWO PARK AVE. 





We are seeking a controller between the ages of thirty-five and forty- 
five, with a top academic background and considerable experience in 
manufacturing cost determination and control. Experience in steel prod- 
ucts manufacturing of such products as welded tubing and stampings 
would be most helpful. Location, small industrial city in Northeastern 
Ohio. Saiary, fifteen to twenty thousand dollars a year, dependent upon 
experience. Good future for the right man. Box No. D 2529. 


The Controller 


NEW YORK 16, N. Y. 





















Protection Against 


Accounts Receivable 


Losses 


Credit Insurance is the first line of defense for the 


asset most subject to loss. 


Ask your London Guarantee Representative for 
your copy of our valuable booklet: Credit Insur- 
ance...Protection Against ACCOUNTS RECEIV- 
ABLE Losses. Or, if you prefer, write to... 


CREDIT INSURANCE DEPARTMENT 
G Za 2 
Se atl Guarantee SF a ae ae =. Sid 


MEMBER OF THE PHOENIX OF LONDON GROUP 55 FIFTH AVENUE, NEW YORK 3, NEW YORK 
Over Sixty Years of Continuous Service In Credit Insurance 








officer present and his key executives ; 

2. Opinion polls, press releases, insti- 
tutional advertising ; 

3. Internal and external house organs, 
bulletin boards, booklets ; 

4. Speakers bureaus, films, exhibits, 
and company support of civic and cul- 
tural organizations, meetings with and 
mailings to community thought leaders; 

5. Scholarship and apprentice training 
programs, loan of company facilities, 
equipment and professional skills to 
schools and civic groups; and 

6. Charitable contributions. 


In its communications a company should 
show how its activities benefit the host 
community and nation and contribute 
directly to the local economy. These might 
include facts about the number of jobs 
created, the size of the payroll, taxes paid 
locally, services purchased locally and 
their relation to profits. A leading cause 
of friction in host countries is a miscon- 
ception about the nature of profits, based 
on the misunderstanding of the fact that 
a company’s first obligation to its em- 
ployes, stockholders, suppliers and cus- 
tomers is to operate profitably in order to 
exist. A well-informed community opin- 
ion is the best defense against hostility; 
the withholding of information leaves a 
vacuum which invites distortion of the 
truth. 

A key point, the NFTC believes, upon 
which many foreign enterprises win or 
lose public acceptance is the development 
of local nationals. No program to win 
public acceptance in a foreign country 
can be complete or effective over a long 
period unless it provides for the i 
ment and advancement of local nationals, 
including advancement to management 
levels. 


Controllership in Action 


Collegiate teachers of business in 
New York and neighboring states have 
been invited to attend an all-day semi- 
nar on “Controllership in Action” 
jointly sponsored by the New York 
City Control of Controllers Institute of 
America and the Graduate School of 
Business Administration of New York 
University. The meeting will be held 
on November 8 from 9:30 a.m. to 4:30 
p.m. at New York University. 

The objective of the seminar, to be 
held exclusively for business faculties of 
universities and colleges, is to illustrate 
the organization and operation of the 
controllership function in a large, di- 
versified, and decentralized industrial 
corporation, thus demonstrating in 4 
very practical way the positive contti- 
bution of accounting to management. 
The president, vice president, controller 
and other key financial executives of the 
American Machine and Foundry Com- 
pany will participate in presentations 
and discussions. 
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Now he’s killed the sales meeting in Nassau! 


Joe Alexander really doesn’t enjoy saying “‘no.”’ 
But somebody has to do it now and then. In fact, 
Joe’s job as treasurer and comptroller calls for hard 
decisions almost every day. Decisions that sometimes 
are downright unpopular. 

He knows the importance of sales—and what it 
costs to get them. He’s not dead-set against any and 
all spending. But nobody knows better than a corpo- 
ration financial officer that pennies wisely pinched 
often add up to new plants, new markets, new oppor- 
tunities for profit. 

Here at C&S in Georgia we know from experience 
that today’s financial officers frequently require a lot 


of selling. But they do respond to business-building 
ideas that make long-range sense for their companies. 
C&S today is helping many companies like yours 
cut costs, and finance sales in the Southeast. Perhaps 
you’d like to know how they make deposit-dollars 
work overtime. 
Please write Mills B. Lane, Jr., President. 


The CITIZENS & SOUTHERN 
NATIONAL BANK 
and affiliates in Georgia 


ATLANTA—Broad and Marietta Streets 
New Yorxk—500 Fifth Avenue Building 
Cuicaco—Wrigley Building 

Assets: 240,000 customers; $679,000,000 
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Rewarding Employes’ Inventiveness 


All employes of Martin Company, 
Baltimore, Md., assign their inventions 
to the company and share in the bene- 
fits of the programs which have been es- 
tablished to stimulate creativity and re- 
ward inventors. 

Among these programs is one which 
provides cash awards for meritorious 
disclosures, whether patentable or not, 
soon after the employe has disclosed his 
invention to the company. Under this 
system, an employe’s invention is re- 
viewed by a high-level committee very 
shortly after it is disclosed to the com- 
pany, usually within a month. 

At this time, if in the opinion of the 
committee, the disclosure of invention 
exhibits sufficient ingenuity or has suf- 
ficient value to the company, a cash 
reward of $25.00 to $1000.00 is granted. 
This amount is subject to increase in 
exceptional circumstances. 

By providing an award at this early 
date, the Martin Company brings an 
immediate benefit to the employe and 
this, they believe, encourages prompt 
disclosure of inventions. 

During the first six months of this 
year a total of 158 disclosures was eval- 
uated. Of these 37 were determined to 
merit an invention award and the 


awards granted exceeded $7,300.00. The 
average award granted was therefore 
about $200.00. 

In addition to the invention award 
system and in addition to a token award 
of $50.00 which is given to each em- 
ploye at the time a patent application 
is filed in his name, the employe is en- 
titled to share in any profits realized 
from the license or sale of the patent in 
his name. The extent of his share is 20 
per cent of the first $100,000 received 
by the company, 10 per cent of the next 
$400,000, and five per cent of any 
amounts in excess of that figure. 

The Martin Company currently has 
under study and expects to put into ef- 
fect in the near future an extension of 
this royalty-sharing program. Under 
the proposed extension of the program, 
an employe would be permitted to share 
in profits attributable to the use of his 
patented invention, even if the patent 
were not licensed. 

Finally, since the Martin Company 
does not wish to suppress the use of any 
invention, great liberality has been ex- 
ercised in granting releases which as- 
sign back to the inventors those inven- 
tions in which the company has no 
substantial interest. 





FILES CROWDING YOU OUT? 











Business papers are filed to be retrieved quickly when needed. 
Why clutter expensive filing cabinets and needed office space with 
obsolete records, making needed records difficult to file and find? 
Over 300 client companies have safely destroyed 30 to 50% of 
their records reducing unnecessary overhead costs for space, 


equipment, time and personnel.* 

Naremco (National Records Management Council) has pioneered 

in creating and installing effective management controls for: 
Systematic records retention. 
Scientific use of records storage space and low cost equipment. 
Centralized and decentralized filing operations. 


Uniform file classification systems for pinpoint location. 


Vital records protection. 


“ Case 


histories describing new techniques and cost reduction 


opportunities are available on request. 


wemco SERVICES, INC. 


OXFORD 7-0290 
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“That he who runs may read” 


The financial division may be expert 
in coordinating financial resources, pro- 
duction capacity and market potential 
but how about its artistic capacity? A 
new manual entitled “Comprehension 
of Graphs” (issued by the Department 
of Agricultural Journalism, College of 
Agriculture, University of Wisconsin, 
in cooperation with the United States 
Department of Agriculture Office of In- 
formation) is a compilation of a study 
prepared as theses by two graduate stu- 
dents. 

Chapter III, for example, differenti- 
ates between the designs possible to use 
to tell a visual story in reports or annual 
reports and graphically illustrates such 
pointers as: 

Bars are easier to understand than 
lines; grouped format generally is bet- 
ter than segmented; figures-on-elements 
are easier to understand than grids; 
labels are generally easier to understand 
than keys; word labels or pictorial sym- 
bols are equally goed; pictorial symbols 
are better than keys and horizontal or 
vertical bars; take your pick! 

Chapter V covers the relation of 
reader characteristics to graph compre- 
hension from the three lowest deciles of 
IQ scores to college-graduate executives, 
The authors imply that if people who 
prepare graphs are in the high IQ level, 
their own ability to interpret a graph 
is not a safe basis for assuming that 
people generally (such as stockholders) 
will be able to interpret it. 

They also state that much graph tre- 
search still is needed to provide a better 
basis for using graphs to communicate 
with the American public and train it 
in numerical, verbal and abstract rea- 
soning which is significantly related to 
graph comprehension. 

There is a 29-item bibliography to 
further shed light on graph designing 
and pictorial illustration in presenting 
company information. 


Nonresident Investment 
Fostered 

To encourage foreign investment in 
its securities, the Japanese Government 
has lifted the restrictions on purchases 
of bonds by nonresident foreigners. 
Hereafter, Japan will automatically ap- 
prove the purchase, from foreign cuf- 
rency holdings or nonresident deposit 
accounts, of long-term corporate, gov- 
ernment, municipal and other bonds, 
which will expire more than two years 
after date of purchase. Interest is con- 
vertible into foreign currency for im- 
mediate transfer out of the country. 
Upon maturity, the redemption value 
will also be automatically approved for 
remittance in foreign currency. 
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Purchase of government short-term 
bonds from foreign currency holdings 
on nonresident accounts will be auto- 
matically approved but remittance of 
principal abroad must await the bonds’ 
maturity. However, remittance will be 


limited to bonds purchased from for- | 


eign currency holdings and will not be 
permitted for bonds purchased from 
nonresident accounts. 


Dividends from monetary trusts may | 


be transferred abroad but the principal 


may be remitted in foreign currency | 


only (1) if invested under the terms of 
the foreign currency trust agreement 
and (2) redeemed upon maturity or 
cancellation after a two-year period. 

Interest on balances in nonresident 
deposit accounts will hereafter also be 
remitted automatically in foreign cur- 
rency. 


New Research Projects 


The American Institute of Certified 
Public Accountants has recently added 


three new projects to the agenda of its | 


Accounting Research Division. They are 
Accounting for Foreign Operations; In- 
tercorporate Investments; and Price-Level 
Change f. 

Any individual, group, or association 
interested in submitting comments, sug- 
gestions, or other materials for the use of 
the research staff on any of these projects 
is invited and urged to do so. All corre- 


spondence should be addressed to Maurice | 


Moonitz, director of Accounting Re- 
search, AICPA, 270 Madison Avenue, 
New York 16, N. Y. 


For Statistics Fans 
Assets of the General Electric pension 
trust have passed the $1 billion mark; a 
total of 226,270 employes are participants 
as of July 1961 reports. 
* 


The daily volume of shares traded on | 


the New York Stock Exchange has in- 
creased from 750,000 in 1940 to 3,342,- 
000 in 1959 and should reach 5,500,000 
by 1970. In banking the number of checks 
cleared has increased from 8 billion in 
1952 to 13 billion in 1959 and may 
teach 22 billion in 1970. : 





ASSISTANT 


COMPTROLLER 
UNITED NATIONS AGENCY op- 
erating in the Near Fast seeks Assist- 
ant or Deputy Comptroller, rank and 
salary dependent upon applicant’s 
qualifications. Possession of univer- 
sity degree, CPA and adequate experi- 
ence in resporsible supervisory posi- 
tion essentia). Send full details of 
qualifications and experience, mini- 
mum total emoluments required and 
date of xvailability to Director of 
Liaison, UNRWA, C-104-B, United 
Nations, New York. 


a 
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How to curb paperwork’s enormous appetite for profits 


PERIODIC REVIEW of forms operatioral efficiency is a must to pre- 
vent processing costs from eroding an ever narrowing profit margin. 

More than 50 years experience in forms design, integration with 
machine and manual systems, plus an extra-sensory perception in fer- 
reting out hidden costs, makes R & S a highly valuable adjunct to any 
management team. 


Snap-out 
and continuous forms in 


There is no cost or obligation for consultation. 
Write Dept. C or call. 


Forms 
Printing 
Specialists 


RECORDING & STATISTICAL CORPORATION 


Executive Offices: 176 Broadway, New York 38, N.Y. 





SALES OFFICES: Atlanta - Baltimore - Boston - Chicago - Dallas - Danville, Ill. 
W. Des Moines - Minneapolis - New York - Toronto - West Coast 
PRINTING PLANTS: Boston, Mass. - Danville, Ill. - Toronto, Canada 


SPECIALIZED FORMS PRINTING:DOESN’T COST—/T Pays 
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TOP MEN ... 


Leonard F. Beckers is now president 
of the California Economics Research 
Corporation, Palo Alto, Calif. . . . Dante 
C. Fabiani was recently elected to the 
presidency of Crane Co., New York. 


COMPANY CHANGES ... 


Edmund Leone is vice president-admin- 
istration and Colin MacLennan is control- 
ler of the Manufacturers Hanover Trust 
Company, New York, following the 
merger of Manufacturers Trust and the 
Hanover Bank. . . . Ernest C. Brelsford 
was named vice president-finance of 
Thompson Ramo Wooldridge, Inc., Cleve- 
Jand. He is succeeded by Elmer E. Stuart 
as treasurer. . . . Seaboard Finance Co., 
Los Angeles, Calif., recently announced 
that H. Wallace Merryman is now treas- 
urer and Owen Metzler is comptroller of 
the company. . . . Leon H. Neiman was 


elected vice president and treasurer of 
the Camden Trust Company, Camden, 
N. J. Howard C. Mayhew, Jr. succeeds 


him as comptroller. . 


. . Albert J. Buck- 





enmyer was elected treasurer of Midland- 
Ross Corporation, Cleveland, Ohio; Don- 


ald M. Smith is now controller. . . . John 
W. Hartley was named treasurer and sec- 
retary of Gladding, McBean & Co., Glen- 
dale, Calif., succeeding Robert A. Eccles 
who retired. 


NEW CONNECTIONS .. . 


Donald F. Burns recently became as- 
sistant comptroller of American Cable & 
Radio Corporation, New York. . . . John 
W. Clarke has assumed the responsibil- 
ities of vice president at Richardson Cor- 
poration of Greensboro, N. C. . . . Av- 
brey C. Dickson is now assistant to the 
chairman of the board of Wallace Hy- 
Cross Hatcheries, Inc., Doylestown, Pa. 
.. + James J. Doyle has been named 
vice president-finance of Curtiss-Wright 
Corp., Wood-Ridge, N. J. Mr. Doyle is 
currently serving as a director (Region 
III) of Controllers Institute. 

National Manufacture and Stores Cor- 
poration, Atlanta, Ga., recently named 
Paul D. Hausenbaver its controller. . 

H. P. Huebner’s new responsibilities are 
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MR. FABIANI 
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those of director of purchasing of Nal. 
ley’s Inc., Tacoma, Wash. . . . Daniel 
P. Knowland, Jr. is now director of §. 
nance of Shulton Inc., Clifton, N. J, 
. . . John N. Latter recently became con. 
troller of Ampex Corporation, Redwood 
City, Calif. . . . The election of Walter 
E. Lucie as treasurer and controller of 
Soundscriber Corp., North Haven, Conn., 
has been announced. 

Jay R. Meyering is controller of In. 
dianapolis Drop Forging Company, Inc, 
Indianapolis, Ind. . . . Stuart B. Miller 


is vice president and director of finance | 


of Chicago Rawhide Manufacturing Com- 


pany, Chicago, Ill. . . . The new treas- 
urer of Textile Machine Works is William | 


P. Porch, Reading, Pa. 
Donald J. Schreiber was elected vice 


president-finance of Guerdon Industries, | 


Inc., Detroit, Mich. . . . Sheldon |, 
Spelman has assumed the responsibilities 
of vice president and comptroller of the 
First Western Bank and Trust Company, 
Los Angeles, Calif. . . . L. E. Wiles re- 
cently joined the financial staff of the 
Motorola Company, Chicago, Ill. . . . Al- 
bert R. Carpenter is now controller of 
Mack Trucks, Inc., Plainfield, N. J. 


ADDED RESPONSIBILITIES . . 


Samuel T. Gustina has been elected 
vice president and controller of Alumi- 
num Company of America, Pittsburgh, 
Pa. . . . The election of Jay E. Hummer 
as assistant treasurer, comptroller and a 
director of the General Crushed Stone 
Company, Easton, Pa., was announced re- 
cently. . . . J. Robley Janssen recently 
became vice president and controller of 
Lockheed Aircraft Corporation, Burbank, 
Calif. Mr, Janssen is currently serving as 
president of the Los Angeles Control of 
Controllers Institute. 

Frank B. Powell is senior vice president 
and controller of Security National Bank 
of Long Island, Huntington, N. Y.. . . 
Kennecott Copper Corporation, New 
York, has assigned the duties of treasurer 
and comptroller to Gordon B. Russell. 
. . . Russell Wetmore is vice president 
and controller of Mutual of New York, 
N. Y. . . . Frank Frain recently became 
vice president and treasurer of Lockheed 
Aircraft Corp., Burbank, Calif. . . . Ed: 
ward F. Dolansky has been appointed vice 
president-finance and treasurer of Frontier 
Airlines, Inc., Denver, Colorado. 


NEW APPOINTMENTS .. . 


Charles J. Hickey is comptroller of 
West Virginia Pulp and Paper Company, 
New York. . . . Arthur Snyder, Jr. has 
been named controller of the Behr-Man- 
ning Co. Division of Norton Company, 
Troy, N. Y. . . . Chester F. Perkins was 
named vice president and treasurer 0! 
Laconia Savings Bank, Laconia, N. H. 
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.. + Carl H. Randall, Jr. is controller 
and auditor of the Binghamton Savings 
Bank, Binghamton, N. Y. . . . William 
T. Rapp recently became vice president 
and comptroller of ITT Federal Labora- 
tories of International Telephone & Tele- 
graph Corp., Nutley, N. J. . . . Timothy 
H. O’Leary has been appointed controller 
of National Beryllia A ly Haskell, 
N. J. . . . Gregory Industries, Inc., Lo- 
rain, Ohio, has appointed Frank H. Kettle 
as controller. . . . William J. McCor- 
mick has been named controller by Alloys 
Unlimited, Inc., Long Island City, N. Y. 


NEW DIRECTORS .. . 


Dean James W. Culliton of the College 
of Commerce, University of Notre Dame, 
Notre Dame, Ind., to the board of the 
Chicago, South Shore and South Bend 
Railroad Co., Michigan City, Had. 2. . 
Thomas H. Carroll, president of George 
Washington University, Washington, 
D. C., to the board of Peoples Drug 
Stores, Inc., same city. . . . Lester T. 
Moate, vice president and_ treasurer, 
American Steel Foundries, Chicago, IIl., 
to his company’s board. 


HONORS TO... 


The newly elected president of the 
Atlanta Control of Controllers Institute, 
Charles H. Burns, vice president-finance 
and treasurer, Fulton Industries, Inc., At- 
lanta, Ga.; and Dale E. Bevard, treasurer, 
Nelly Don, Inc. who was elected presi- 
dent of the Kansas City Control. 


PROMOTIONS . . . 


Paul A. Altpeter was appointed con- 
troller for Allerton Chemical Company, 
Inc., and Brooks Research Inc., Rochester, 
N. Y. ... The election of Robert A. 
Briggs as treasurer of the Gillette Com- 
pany, Boston, Mass., was announced 
recently. . . . Thomas Chambers is now 
treasurer-comptroller and manager of the 
financial division of British Columbia 
Electric Company, Ltd., Vancouver, Brit- 
ish Columbia, Canada. . . . Purex Cor- 
poration Ltd., Lakewood, Calif., has 
named George A. Evans its vice presi- 
dent-finance. 

The appointment of Edward G. Kontos 
as treasurer of P. Lorillard Company was 
announced recently. Edward C. 
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Hastings was elected assistant treasurer of 


Hercules Powder Company, Wilmington, 
Del. . . . Robert A. Lineberger has been 
appointed controller of Beckman Instru- 
ments, Inc., Fullerton, Calif. . . . Mal- 
colm C. Stewart is now vice president- 
administration and finance, the Gillette 
Company, Boston, Mass. 

James Lee Wadsworth was named 
comptroller of the American National 
Bank, Gadsden, Ala. . . . H. F. Worthen 
recently became vice president and treas- 
urer of First Federal & Loan Association, 
Phoenix, Ariz... . Joseph E. Zwisler 
has been named assistant treasurer of the 
Falk Corporation, Milwaukee, Wis. . . . 
J. C. Freeman has been named adminis- 
trative vice president of J. I. Case Com- 
pany, Racine, Wis. . . . Virgil A. Burks 
was recently elected treasurer of Shwayder 
Brothers, Inc., Denver, Colorado. 


SPEAKERS .. . 


Participants in the American Manage- 
ment Association's Seminar on Finance at 
the Hotel Roosevelt, New York, October 
30-November 1, were: Charles V. Boul- 
ton, treasurer, International Business Ma- 
chines Corp., New York; Robert J. John- 
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ston, comptroller, Foote Mineral Co., 
Philadelphia, Pa.; Ernest A. Carlson, 
controller, Johnson & Johnson, New 
Brunswick, N. J.; David W. Chappuis, 
controller, Celanese Corporation of Amer- 
ica, New York; L. C. Guest, Jr., vice 
president and controller, General Tele- 
phone and Electronics Corp., New York; 
and James J. Doyle, vice president-finance, 
Curtiss-Wright Corp., Wood-Ridge, N. J. 


EXTRACURRICULAR ACTIVITIES .. . 


L. E. Felton, president, Green Giant 
Company, LeSueur, Minn., has been 
named to the governor's tax advisory 
committee, State of Minnesota. 
Charles V. Boulton, treasurer, Interna- 
tional Business Machines Corp., New 
York, was re-elected as vice president in 
charge of the Insurance Division of 
American Management Association. 


are your employes earning their retirement benefits? 
Retirement Plans can pay their way 
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Ask B & M about: 
Financial 

Vice Presidents 
Treasurers 
Controllers 
Executive 

Accountants 

* * * 
Auditors 
Cost Accountants 
Data Processors 
Budget Specialists 
Systems Analysts 
Tax Managers 








The right man? 


Our 30 years’ successful experience in assisting large 
and small companies build a tailored organization pro- 
vides for you- 

* A personal following representing the largest number 
of qualified executives, managers and specialists. 

e The invaluable counsel of experienced placement 
officers in the Financial-Controller field, fully capable 
of evaluating for you those personnel factors equally 
essential to select— 

The Right Man. 


You are cordially invited to discuss your requirements 
with us personally or by calling Kingsley 6-2300. 


BUTTRICK & MEGARY 


Organization Builders for Over a Generation 


Western Saving Fund Bldg., Philadelphia 7, Pa. 





















WHILE THE WORLD is weighing the pos- 
sibility of a cold war turning into a hot 
one, business and industry are slowly 
but surely beginning to weigh the ounce 
of prevention necessary for survival in 
the wake of a sudden nuclear attack on 
this country. It is not a new attitude, 
merely a revival of the precautionary 
measures started back in the early 50's 
that have since become relaxed. Impetus 
for revival has come in many cases from 
the concerted efforts of associations act- 
ing as a focus for member units in pre- 
paring a forward-looking plan for safety 
of personnel, records, utilities, transpor- 
tation, and not the least important, the 
succession of executive control in case 
of loss of key men. 

Government bureaus are cooperating 
with over-all countrywide advice and 
help in the various phases of national 
defense that tie in definitely with the 
continuing operation of our economy 
under and after attack. The range be- 
gins with the family shelter and leads 
up to a network of safety centers for 
multiplant organizations. 

Surveys made by the Federal Reserve 
Board, the New York Times and other 
groups show generally an up-to-now 
indolent and indifferent attitude on the 
part of many companies to the possible 
danger to survival. One could be 





Business and Industry Prepare for a KO 





alarmed at the figures reported in sur- 
veyed areas such as banking—the life 
line of business transactions—which 
show that of 13,364 banks who replied 
last June to the FRB questionnaire, only 
916 said they had even a minimal pre- 
paredness program; retail and super- 
market stores have done little; it is 
reported that only 20 per cent of the 
key factories in Southern California 
have extensive protective measures. 
Foresight and preparedness, however, 
reach a higher pitch with the electric 
utilities companies, insurance companies, 
telephone companies and stock ex- 
changes and their members. In many 
cases, providing for the storage of im- 
portant corporate documents, micro- 
filmed or duplicated, and equipment 
replacements necessary to “keep going” 
has been a continuing concern of the 
larger corporations in this country since 
the first atomic bomb was dropped. 
Records depositaries have been estab- 
lished at various locations—mainly rural 
—within accessible distances from the 
larger cities or supposedly critical man- 
ufacturing or defense points that might 
be attacked. Many companies have un- 
derground or aboveground alternate 
headquarters that could insure “busi- 
ness as usual” to a practicable degree. 
Utilities and transportation have their 


COMMITTEE ON 
CORPORATE DISASTER POLICIES 
BEING FORMED BY ~ 
CONTROLLERS INSTITUTE 


A study of corporate disaster policies is being made by a 
newly formed committee of Controllers Institute, according 
to that organization’s president, Arthur L. Boschen, vice 
president-finance, Richardson-Merrell Inc., New York. 

Serving as chairman of the committee is Max S. Simpson, 
controller, Socony Mobil Oil Company, New York, while 
the vice chairman is Steve H. Bomar, senior vice president 
and secretary-treasurer, Trust Company of Georgia, Atlanta. 
Other members will be announced at a later date. 

The committee will consider corporate policies in the 
event of enemy attacks as well as in times of natural disasters. 
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own limitations to cope with above. 
ground and the precautionary measures 
in their fields consist of thoughtful and 
thorough planning for pooled electric 
power and alternate switching centers 
removed from what might be the di- 
rectly affected areas. Railroads have for 
several years had a disaster plan pre- 
pared by the Association of American 
Railroads and the American Short Line 
Railroad Association with the approval 
of the Interstate Commerce Commis- 
sion. In July 1961 the American Truck- 
ing Association distributed to its member 
trucking companies transport mobiliza- 
tion orders prepared by the Interstate 
Commerce Commission. Plans are get- 
ting under way for emergency survival 
programs applicable to ports and mari- 
time shipping as well as to airlines. 

In the regional* survey made and re- 
ported on by the New York Times in its 
October 1, 1961 edition, plans of many 
of the country’s largest organizations 
are briefly cited but give a comprehen- 
sive listing of measures being taken in 
the event of disaster great enough to 
cripple the effective operation of busi- 
ness and industry. 

Activities include microfilming and 
off-premises storing of records; designa- 
tion of alternate operating offices; pro- 
viding for the evacuation of employes 
or protection in on-premises shelters; 
and first aid training of employes. Some 
plants, with employes in the thousands, 
maintain a 100-cot hospital and operat- 
ing room; a stockpile of medical sup- 
plies and food rations; even water 
wells, independent communications sys- 
tems and emergency generators are in- 
cluded in their plans. There are hook- 
ups with the Conelrad warning system; 
management in depth charts; and fully 
detailed mobilization schedules for per- 
sonnel in force—if and when. One com- 


* Atlanta, Boston, Chicago, Dallas, Detroit, 
Los Angeles, New York, Omaha, Pittsburgh, 
Philadelphia, and Seattle. 

* 
Illustration courtesy National Association of 
Manufacturers from a booklet entitled ‘Beyond 
the Horizon” published 1949 (now out of 
print). 
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pany is purchasing bulk qualities of 
building materials for family shelters 
and allowing employes to buy the ma- 
terials at cost, paying for it through 
payroll deductions over an extended 
period. 

Along the lines of civil defense, the 
Times reports that Western Electric Com- 
pany, with 4,000 employes, has done 
the most preparation. There is a shelter 
for all employes, emergency water and 
food supplies, medical supplies, trained 
rescue squads and fall-out measurement 
groups. The company has its own warn- 
ing system and emergency communica- 
tions and is in the process of microfilm- 
ing records and setting up a line of 
executive succession. These measures are 
perhaps heightened by the fact that this 
Omaha company is located practically 
on the doorstep of the headquarters of 
the Strategic Air Command. 

Throughout the country “thinking 
about it’ and preparing are spotty but 
there has been a marked speeding up of 
preparations as the international situa- 
tion worsens. Virgil Couch, industrial 
director of the Office of Civil and De- 
fense Mobilization in Battle Creek, 
Michigan, states that mail recently has 
been piling up in that office at the rate 
of 6,500 letters a day, 15 times normal, 
mainly asking questions about industrial 
defense. 

There are a few off-beat sides to the 
general procedures. For instance, one 
dairy company plans to shelter 200 
head of dairy cattle—a 20th century 
Noah’s Ark angle; Firestone’s cavern- 
ous underground vaults, used to store 
new rubber, can provide shelter for all 
employes of one shift; records are 
stored in former mushroom-growing 
caves; converted salt and limestone 


mines; and even in a former ammuni- 
tion dump. 

The complaint across the nation, says 
the Times, is that no master plan for the 
entire continent has as yet evolved from 
the many smaller precautionary prepa- 
rations that have long been in effect and 
are due to be intensified in the next few 
months. True, some interdependent de- 
fense industries have made mutual ar- 
rangements to operate by taking over 
personnel, to use one another's facilities, 
and to fight fire together if catastrophic 
effects of nuclear warfare bring about 
emergencies that need everyone's all- 
out cooperation to survive, but many 
believe that the Federal Government 
falls short on any unified plan for assist- 
ing industry to prepare for nuclear at- 
tack. 


RELATED READING from THE CONTROLLER #% 


TACKLING THE PROBLEM OF RECORDS RETEN- 
TION, Paul Haase, March 1950. 


BOMBS DO NOT RESPECT VITAL BUSINESS REC- 
ORDS! Emmett J. Leahy and Robert A. Schiff, 
March 1951. 


RECORDS PROTECTION: What Is Being Done, by 
Whom, and How, September 1951. 


HOW KANSAS CITY FIRMS’ RECORDS ESCAPED 
DAMAGE BY FLOOD—NEW YORK AREA PLAN- 
NING PROTECTION—HOW MONSANTO RECOV- 
ERED ITS TEXAS CITY RECORDS, September 1951. 


HOW GILLETTE PROTECTS ITS RECORDS, Richard 
N. Rigby, October 1953. 


THE CONTROLLER’S ROLE WHEN DISASTER 
STRIKES, Edwin E. McConnell and William H. 
Perks, January 1955. (Reprint available—40 cents.) 


FLOOD COSTS AND GOVERNMENT CONTRACTS, 
Paul M. Trueger, December 1955. 
* 


Nation's Business is offering reprints of an arti- 
cle published in its September 1961 issue enti- 
tled “What To Do in Case of War’’—address 
the magazine at 1615 H Street, N.W., Wash- 
ington 6, D. C. Ten cents a copy or $7.00 per 
100 postpaid. Please enclose remittance. 








744 BROAD STREET 
Established 1926 





BLADES & MACAULAY 
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Complete Surveys of 
Corporate Insurance Affairs 


No Insurance Sold 
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Regulation (Cont. from p. 561) 


ings and/or price appreciation. This point 
could hardly be driven home any more 
emphatically than it has by recent trends 
in the markets, for the dividend price 
ratio has dropped below bond yields. Ob- 
viously, investors would buy bonds in 
preference to stock if they were interested 
solely in current receipts. 

Better ways are open to us. 

One is to examine the trend of earn- 
ings with relationship to market price. 
The other is to compare utility earnings 
with the earnings rates of nonregulated 
companies. These are realistic in that they 
are what an investor does before investing 
and they are legal in that comparability 
of earnings is specifically called for in 
such famous cases as Southwestern Bell 


» OPPORTUNITIES + 
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RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER-TREASURER 
Financial-Systems Analyst-CPA 
Corporation administrative executive offers 
top-level extensive background _ functioning 
with management group. Practical experience 
includes organization planning, banking rela- 
tions, acquisitions-mergers, SEC reports; devel- 
oping expansion and cost-expense reduction 
programs, analyzing and interpreting costs, 
budgets, systems and surveys, all taxes. Multi- 
plant process industries, transportation, chain 
stores, securities, real estate, financing enter- 

prises. Box 2431. 


INSURANCE AND/OR 
PENSION ADMINISTRATOR 
Twenty-five years of experience in insurance, 
pensions, and accounting. Last 14 specializing 
in developing well-rounded program for large 
multiplant manufacturer. Broad knowledge of 
all types of corporate and employe group in- 
surance. Responsible for domestic pension pro- 
gram since inception. Designed plan for Cana- 
dian subsidiary. Married with two children. 

Will relocate. Salary open. Box 2528. 


CONTROLLER or ASSISTANT 
CPA, University of Illinois graduate with ten 
years’ diversified industrial experience. Pres- 
ently employed as an executive with large 
multiplant manufacturer and formerly five 
vears with a national CPA firm. Age 41, 
earning $16,000. Box 2530. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
uma nor does it guarantee any item bought or sold. 
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and Hope Natural Gas. Both approaches 
should be used, and the results of each 
can be normally expected to be within a 
reasonable range of each other. 

Now we have finally developed what 
we may call the cost of capital. The ap- 
proach we have used, however, has led 
us to the minimum cost of capital in or- 
der to compete with other companies for 
investor dollars. Thus we have a mini- 
mum rate of return—and to stick with 
the minimum is to flirt with going under 
the minimum—sort of like trusting to a 
minimum doctor—or letting yourself be 
kept afloat by a minimum swimmer. 

Justice Brandeis, in discussing capital 
charges, says that, “The reasonable rate 
to be prescribed by a commission may al- 
low an efficiently managed utility much 
more.” Consequently, we must examine 
our earnings figure still further to be cer- 
tain we have given adequate attention to 
our financial safety and to the comparison 
of our earnings with other companies. 

Having now obtained a fair rate of re- 
turn we can multiply it and the rate base 
obtained earlier and derive our authorized 
net earnings. 

From this is to be subtracted present 
net earnings, i.e., for the test period, to 
determine a net increase. Here again, we 
must stop for adjustments since many 
commissions have disallowed certain ex- 
penses and some companies have claimed 
upward adjustments. Most of them have 
been based on assumptions that com- 
panies could have operated differently 
than they did. They have included adver- 
tising, pension costs, depreciation, intra- 
corporate expense transfers, contributions, 
organization dues, income taxes and other 
items, such as nonrecurring expenses. 

So now we have determined the net 
increase in earnings which is to be al- 
lowed. To this must be added the effect 
of corporate taxes to determine the gross 
increase. This doubles and a little bit 
more the cost to the consumer. 


REGULATORY LAG 


One other aspect of regulation merits 
mention and that is regulatory lag. Rates 
should be determined for the future by 
the procedure outlined, which is based 
upon the past, so that even if the com- 
missions act almost instantaneously there 
would be some lag. However, delibera- 
tions and findings take time. The average 
interval between the filing of a rate case 
and the institution of new rates is about 
eight or nine months, or much more in 
some cases, so that by the time these rates 
go into effect the utility has been operat- 
ing with a revenue deficiency for some 
time. 


PUBLIC PRESSURE 


I have purposely ignored up to now a 
factor which sometimes seems to override 


all others in its impact on this whole 
process. To have been complete I should 
have mentioned it in connection with each 
argument that we have discussed because 
it has loomed in the background each 
time. What I am talking about is public 
pressure. I shall call this short-term pub- 
lic pressure. No one wants to pay more 
for anything and thus this pressure is per- 
fectly natural and to be expected. Coun- 
ter-balancing this, to a greater or lesser 
degree, is long-term public need for good 
utility service. 

I might point out that regulation can- 
not guarantee utilities against losses. It 
may put a ceiling on profits but it is un- 
able to put a floor under them. Should 
this be doubted—ask the owners of man 
railroads when they last saw a dividend 
check. 


LONG-RANGE PLANNING 


It would not be proper to conclude 
without some reference to the position of 
utility management with respect to earn- 
ings. I think it can be stated very simply. 
Since the tendency of regulation is to 
work on a cost-plus minimum earnings 
basis, this inhibits the normally strong 
competitive urge to be more efficient and 
sell more of your product and make more 
money. Why bother if the known result 
of an increase in profits would be an 
order to reduce the profit to its previoxe 
level? Regulation must develop tech- 
niques for stimulating management effi- 
ciency by allowing them some of the 
fruits of their efforts in the form of 
higher earnings. The attempts to date to 
disallow certain expenses and to tie earn- 
ings to a bare cost of capital have not 
been in this direction. More enlightened 
regulatory action in this regard would 
encourage long-range planning which 
might lower earnings temporarily but 
would pay off handsomely to both con- 
sumers and investors in the long pull. 

To bear this out are numerous studies 
indicating that businesses with higher 
profits generally provide better service or 
products at lower prices than do busi- 
nesses with low profits. This is true of 
both regulated and nonregulated busi- 
nesses. And I guess we should not be 
surprised—it is really difficult to imagine 
a business that can be half-way successful 
for any period of time. 

It can be shown that the customers of 
the 25 electric power companies with the 
highest rates of return pay less for theif 
electricity than customers of the 25 com- 
panies with the lowest rates of return. 
Incidentally, 20 of the top 25 are in “fait 
value” jurisdictions and only two of the 
bottom 25 are in the “‘fair value’ jurisdic 
tions. 

In summary, it would appear that the 
greatest benefit to all occurs when the 
regulatory authorities are best able to 
function as a substitute for competition. 
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